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e In the Record e 


Second-quarter Roundup 


The decline in business conditions that began in the middle 
of 1953 evidently ended, at least temporarily, in the second 
quarter of 1954. Initial estimates of the gross national 
product for that quarter suggest very little change from the 
preceding quarter. Since March, renewed strength in personal 
consumption expenditures and continued strength in con- 
struction activity have about offset declines in defense activity 
and inventory demand. 


For a look at the pattern of business trends in recent 
months, and some of their implications for the last half of 
the year, see ““Consumers and Construction,” starting on the 
next page. 

eee 


The New York Jig-saw Puzzle 


Finding out how New York has fared economically since 
1940 is like doing a jig-saw puzzle. Not only must the “pieces” 
be assembled to get an over-all picture, but the pieces them- 
selves have to be culled from a number of sources. These 
pieces are the current developments in New York’s popu- 
lation, work force, manufacturing and service industries, and 
other major aspects of the area’s economic life. 


Tur ConFERENCE Boarp has undertaken the job of com- 
piling and analyzing the existing material, and on pages 258- 
264 presents the first results of its research on this topic. 
This initial analysis is confined to setting forth the problems 
involved in defining the New York metropolitan area and 
observing the population growth since 1900. 


_ What's What in Stocks 


Practically everybody knows that certain stocks have been 
outstanding in the current bull market; probably most people 
know that some stocks have been actually going down. But 
which are which? The industrials, the rails and the utilities, 
taking each group as a whole, all are higher. The industrials 
lead, of course, but some of them, particularly in textiles, 
are lower. It does not appear to be the blue chips that 
are in the forefront, and certainly not the cats and dogs. 
Neither is the answer to be found in the “peace stocks” or 
the “war stocks.” It appears to be a selective market with 
the selections cutting across most of the conventional group- 
ings. The electrical equipment manufacturers are at the top 
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and rayon yarn producers at the bottom of the list. Between, 
there are many variations. For a graphic picture of what has 
actually been taking place on the Big Board turn to page 272. 


Finance for Small Firms 


A 96% share of anything is a lot. But that isn’t the only 
reason why small businesses, which number 96% of all business 
firms, are important. Their health and prospects are closely 
wrapped up with the health and prospects of the entire 
economy. And their problems are problems which affect 
everyone. 

Their financial problems, in particular, have long been the 
subject of much (usually unresolved) debate. Perennial topics 
are: can small business obtain all the credit it needs from pri- 
vate sources and, if not, should the government provide 
additional funds ? 


You won’t find all the answers on pages 284-292, but you 
will find a study of the factual knowledge on small-business 
needs for outside financing and a factual comparison of the 
old and new style government lending activities as typified 
in the now defunct RFC and the fledgling SBA. 


Product Service Pays 


More and better product service pays big dividends in 
customer satisfaction and good will, according to the 162 
manufacturing companies participating in this month’s survey 
of business practices. It also boosts sales. The article on 
page 276 describes the free and paid postsale services ex- 
tended by these companies, and the methods they use to 
insure optimum service satisfaction from their products with- 
out any adverse effect on profits. 


Agriculture—A Regional Look 


Aggregate figures obscure what is happening in the com- 
ponent parts. So, in agriculture, trends in the various geo- 
graphic regions and individual products are not revealed in 
the statistics for the United States as a whole. Region-by- 
region changes over the past two decades are spotlighted in 
“Agriculture Across the Country,” on page 265. 


CONSUMERS AND CONSTRUCTION 


They held business at a high and stable level in the second quarter 


ITH the exception of a few holdouts, the 
\ 4 principal indicators of the direction of busi- 
ness conditions are no longer pointing to con- 
traction. As of mid-June, more statistical series are 
rising than falling. However, the great majority of 
indicators are behaving as though they are under no 
particular pressure to go anywhere. Thus far, the 
1953-1954 downtrend has turned into a plateau, not 
an uptrend. 

Industrial production, after flattening out in April, 
rose somewhat in May, on the strength of rises in con- 
sumer durables, building materials, steel, textiles and 
apparel, food, chemicals and rubber, among others. 
Perhaps more significant than the rise in the total 
index has been the stability in the durables component 
which appeared in April and continued in May. This 
stability is traceable to developments in primary 
metals, and machinery and transportation equipment, 
which together account for over 28% of the total Fed- 
eral Reserve index, and over 62% of the durables 
component of the index. On a seasonally adjusted 
basis, metals output reached its trough in March, 
after a decline of 26% from its 1953 peak, and has 
since been rising slowly. Transportation equipment 
output (of which automobiles, trucks and parts ac- 
count for about two thirds) also reached its trough 
in March, 18% below its 1953 high, and then rose 
moderately in April and May. Machinery output 
reached a low point late in the first quarter, after a 
decline of 16% from its 1953 peak, and has since shown 
no change. (A continuing moderate decline in indus- 
trial machinery in April and May was offset by a rise 
in output of household machinery and _ radio-tele- 
vision.) 

In early June, these three components, and the 
durables index of which they are parts, have shown 
no further advance, and perhaps a slight decline. Nor 
has any significant increase in output rates in soft- 
goods industries developed. For the second quarter 
as a whole, the industrial production index has evi- 
dently averaged almost exactly at its first-quarter 
average, and it is ending the first half without any 
clear indication of an uptrend. 


PRICES STILL LEVEL 


Prices have likewise failed to show any perceptible 
trend. After strengthening moderately early in the 
second quarter, partly because of the state of inter- 
national affairs and partly because of government 


stockpiling decisions, industrial prices have moved 
sidewise in May and early June. Retail prices have 
continued to decline, but the decline has been sluggish, 
even with the help of the excise tax reductions effective 
at the beginning of the second quarter. The principal 
noteworthy development in the retail price structure 
has been an apparent end of the postwar rise in rental 
costs, and the stable-to-weak pattern of total trans- 
portation costs, which had also risen sharply during 
most of the postwar period. With these long uptrends 
terminated, at least for the time being, short-run weak- 
nesses in prices of apparel, household goods and foods 
turned the total consumer price index moderately 
downward in the first four months of 1954. While the 
index rose in May, on the strength of a rise in food 
prices, a general downward tendency persisted in 
many components. However, changes in the aggre- 
gate index have recently been so small that minor 
differences in weighting and in cities covered produce 
different results: Tae ConrereNce Boarp’s Con- 
sumer Price Index has been rising slowly for the past 
few months. 


SECOND-QUARTER MODEL 


With the cyclical contraction of the past ten or 
eleven months ended, aggregate national output of 
goods and services in the second quarter has shown 
very little change from the first-quarter annual rate. 
What change appears is the result not so much of a 
business cycle movement, but of the net balance of 
several longer-term trends in final demand that per- 
sisted throughout the 1953-1954 adjustment. The two 
main business cycle movements of the past year—the 
declines in inventory demand and in consumer de- 
mand for goods—have abated or slightly reversed (see 
below) ; the longer-term declines in defense and capital 
goods, and the longer-term rises in construction, state 
and local outlays and personal services, have contin- 
ued, although their rates have shifted somewhat. 


PERSONAL CONSUMPTION EXPENDITURES 


By indications available at mid-June, personal con- 
sumption expenditures in the second quarter have 
risen moderately above their first-quarter rate. Thanks 
to a noteworthy recovery in automobile sales—prin- 
cipally of new cars but also affecting the used-car 
market—expenditures for consumer durables have 
risen somewhat above their $28.2 billion annual rate of 
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the first quarter. Retail sales of soft goods in April 
and May, and department store sales in April, May 
and early June, indicate a mild rise in personal outlays 
for nondurables (centered in general merchandise 
establishments and eating and drinking places: other 
store groups showed little change). And a very small 
advance in services is indicated by the faintly con- 
tinuing rise in service prices. 

Taken together, the combined rise in durables, non- 
durables and services outlays suggests an increase in 
personal consumption expenditures sufficient to bring 
them above the peak annual rate of $231 billion 
reached in the third quarter of 1953. It now seems 
probable that an otherwise undistinguished quarter, 
which may even go down in the books as a part of 
the 1953-1954 recession, will record a new high in total 
personal outlays. It might be added that consumer 
prices in the second quarter were no higher than the 
level of the third quarter of 1953, so that the new peak 
in dollar outlays is also, apparently, a new peak in 
total real consumption. (After adjustment for price 
change, consumption of goods is evidently about equal 
to its mid-1953 level, and services consumption is 
somewhat higher. In real terms, goods consumption is 
still below its level in the scare-buying wave of mid- 
1950.) 

Much of the strength of personal consumption in the 
second quarter hinges on some recovery of automobile 
sales in April and May, and it should therefore be 
qualified by two observations. In the first place, the 
seasonal adjustment in the automotive retail figures 
may or may not be adequate under today’s market 
conditions. It is possible that the actual rise of sales 
in April and May has been little more than seasonal. 
If this is true, then the rise in the adjusted figures is 
excessive, and conversely, automotive sales in the Fall 
will receive inadequate upward correction from the 
seasonal index, and may show a relatively sharp de- 
cline. 

Secondly, the rise in automotive sales was, in a 
sense, fully discounted before it occurred. Production 
of passenger cars this year was such as to produce a 
sizable bulge in dealer stocks, in the hope that an up- 
swing in sales would occur. The appearance of the 
upswing is thus hardly an important stimulant to 
production—witness the fact that, in June, assemblies 
have been trending down, and production schedules 
for the June-August period, prepared when the up- 
swing itself was in progress, imply a relatively sharp 
reduction in the industry’s operating rates. 

With these qualifications, however, it is nevertheless 
noteworthy that total consumer expenditures have 
risen at a time when income was still falling, at least 
on a quarter-to-quarter basis. In the second quarter, 
the personal saving rate has evidently contracted 
conspicuously—perhaps to about $17.5 billion from the 
first-quarter rate of about $20 billion. This long 
awaited downtrend in the rate of personal saving is 
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one of the encouraging aspects of the second quarter; 
it implies that consumption expenditures are playing 
their theoretic role of braking downward movements 
in general business conditions. It is also encouraging 
that the level of the saving rate in the second quarter 
is still relatively high—about 7% of disposable income. 
The downtrend in the rate could thus continue to 
supply a cushion, or even a stimulus, for several more 
months. 


THE NONCONSUMPTION COMPONENTS 


On balance, the investment component of gross 
national product will show little change in the second 
quarter. New construction activity has advanced (see 
below), while outlays for producer durables have de- 
clined slightly. Inventory liquidation has evidently 
proceeded at a somewhat more rapid rate than in the 
first quarter, partly because of the improvement in 
retail trade. Inventory liquidation in April was about 
$1 billion (annual rate) higher than in the first quar- 
ter, and the notable reduction in manufacturers’ stocks 
of purchased materials continued into May. 

Government purchases of goods and services have 
also declined slightly. Defense outlays of the Federal 
Government have subsided somewhat further (en- 
tirely because of the seasonal adjustment: unadjusted 
outlays have about equaled the first-quarter rate). 
State and local outlays are apparently little changed 
from the first quarter. While these expenditures are 
on a generally rising trend, construction activity of 
the types engaged in by state and local governments 
—schools, highways, sewer and water projects, ete.— 
actually declined a little in April and May, on a sea- 
sonally adjusted basis. 

The net of the rise in personal consumption, the 
apparent stability of private investment, and the de- 
cline in government outlays, suggests a very small 
quarter-to-quarter change in aggregate output, valued 
at current prices—much smaller than the change in 
the preceding two quarters. This is confirmed gen- 
erally by the industrial production index, which is 
almost unchanged from the first quarter, and by price 
indexes, which likewise indicate little or no change. 
The broad and slow-moving gross product figure is 
thus confirming the conclusion read from sharper and 
faster indicators: business has started into the second 
half on firmer footing than it has enjoyed in a year, 
but it has not clearly begun to rise. The GNP ac- 
counts are also confirming the conclusion! that per- 
sonal consumption is, for the time, one of the two 
strongest components of total demand. The other is 
construction. 


THE ROARING CONSTRUCTION MARKET 


In early June, collectors of construction statistics 
were rhapsodizing over an apparently vigorous new 


1The Business Record, June, 1954, p. 226 
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uptrend affecting their industry. The Department of 
Commerce and the Bureau of Labor Statistics an- 
nounced that May outlays for construction totaled 
$3.1 billion, a record for the month, and about 4% 
above the corresponding month of 1953. On a season- 
ally adjusted basis, May construction outlays climbed 
1% above April to the highest monthly level of the 
year. For the first five months of the year, new con- 
struction activity had run somewhat above 1953, 
instead of somewhat below it, and Commerce-BLS 
have accordingly revised their forecast of construction 
activity in 1954, from about $34 billion to about $36 
billion. 

Implied in the new forecast is that activity in the 
last half of 1954 will exceed activity in the comparable 
period of 1953, and the implication is amply borne 
out by the rate of contract awards in recent months. 
In May, awards in 37 Eastern states (as compiled by 
F. W. Dodge Corporation) were almost 20% above 
May, 1953. For the first five months of 1954, contract 
awards were about 11% above the corresponding 
period of last year. So-called “heavy construction” 
awards, compiled weekly by Engineering News- 
Record, likewise showed a boom in May, with recorded 
awards reaching the highest volume of any May on 
record, and the highest of any month since January, 
1953 (when the figures were inflated by a very large 
atomic energy contract). 

The force of this construction wave is being exerted 
over a surprisingly broad front, both in terms of geo- 
graphic areas and construction types. While total 
outlays for the first five months of the year were only 
about 2% above 1953, sixteen of the twenty-seven con- 
struction categories, for which separate data are avail- 
able, showed increases over a year ago; of the fifteen 
major areas covered by Dodge contract awards sta- 
tistics, eleven showed increases (the areas showing de- 
creases were upstate New York, Pittsburgh, Cleveland 
and New Orleans). 


If this surge of building activity can be said to be 
concentrated anywhere in particular, it is in private 
nonresidential construction, and in public outlays for 
educational buildings and highways. While the long- 
heralded decline in private industrial construction has 
certainly materialized, it has been outweighed by the 
strength in other nonresidential types: in fact, the rise 
in outlays for warehouses, office and loft buildings 
alone offset the decline in plant construction. Con- 
struction of stores, restaurants and garages is pro- 
gressing at a rate about one third faster than last year. 
All other forms of private nonresidential building are 
far ahead of a year ago: religious buildings, up 21%; 
educational buildings, 26%; social, recreational, hos- 
pital, and institutional construction, about 15%. 

Similarly, in public construction, large declines 
in federal outlays for military facilities, atomic energy 
installations, and conservation and development have 


been fully outweighed by the growth in state and 
local outlays for educational buildings and highways 
(both up 18%), and sewer and water facilities (up 
14%). 

This composition of offsetting trends within con- 
struction was more or less expected a year ago, al- 
though the growth in some of the components con- 
siderably exceeds earlier estimates, and most of the 
declines have been somewhat less severe than was 
expected. The 38% increase in commercial construc- 
tion compares with a forecast increase of 10%; the 
19% increase in all other private nonresidential build- 
ing compares with a forecast increase of 1%. The de- 
cline in farm construction has been 10%, not 12%; 
public residential building has fallen 30% instead of 
34%. (On the other hand, outlays for military facilities 
have fallen 40%, instead of 11%.) 


But what has precipitated the need for revision in 
the estimate of total outlays has been the behavior 
of private residential construction. In late 1953, 
Commerce-BLS forecast, along with most other ana- 
lysts, that in 1954 the residential market would shift 
away from new homes, and toward expenditures for 
additions and alterations. No such shift has occurred. 
In the first five months of 1954, additions and altera- 
tions outlays actually ran a little behind 1953 (the 
forecast called for an increase of 18%). Conversely, 
new dwelling unit construction, which was expected to 
sag 7%, actually rose somewhat. In May, in fact, new 
housing expenditures ran 6% above May, 1953. 

The percentage change in the new dwelling unit 
category is not nearly as sensational as the changes in 
some of the other categories, but it should be noted 
that private dwelling units account for roughly 457 
of all private construction activity, and fully 30% of 
all construction activity. Of the $2 billion total dif- 
ference between the first and second Commerce-BLS 
forecasts of construction in 1954, private outlays for 
new dwelling units account for over $1 billion. The 
revision in the dollar estimate has been accompanied 
by a revision in thinking about total housing starts 
in 1954, which are now expected to equal or exceed 
1.1 million. 

Housing analysts attribute much of the current 
strength of homebuilding to abundant money, which 
has made down-payment terms considerably easier 
over the past nine months. In the first four months of 
1954, nonfarm mortgage recordings were 4% ahead 
of 1953. It may be noteworthy, however, that the 
growth in mortgage recordings has been dispropor- 
tionately concentrated in construction loans rather 
than purchase loans, a fact which lends some weight 
to the frequently voiced opinion that 1954 residential 


building activity is of a more speculative character 
than in recent years. 


Apert T, Sommers 
Division of Business Economics 
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Billions of dollars, seasonally adjusted 


BUSINESS INDICATORS 


Index numbers, 1947-1949=100 


SELECTED 


| 1954 Percentage Change 
Item Unit Latest Month | Latest Month 
May p April over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 125 123 +1.6 -8.8 
Durable Goods (GS) sess < bi cpcvleoselersssivvers 34 1947-49 = 100 135 |r 134 +0.7 —13.5 
Nondurable goods (S)................... 1947-49 = 100 Lr 115 /r +1.7 4.9 
AVEIHOrAlS "GS ete. Kee ee eee ee ES 1947-49 = 100 PEZS ur LIT |r +0.9 —4.3 

Consumer durables (S) (R)!............... 1947-49 = 100 118 |r 116 |r +1.7 -14.5 

VERON INE: COONS 5 scs,ccapsucie 0, o8osovssdvelenere sus,ayerers s 1945-47 = 100 268.6 | r 302.7 -11.3 —24.6 

Construction contracts awarded, residential?! million dollars 825 796 +3.6 +29.3 

Construction contracts awarded, other’. .... mnillion dollars 1,100 896 +22.8 +13.6 

Rvetarl’sales (GS) .5 . ccc. ce ccc ccleuns @ sn0.0 + million dollars n.a. |r 14,248 |r 42.5 -0.2 

Retail inventories (S)‘.................... million dollars n.a. 22.686 |r +0.5 +1.3 

Department store sales (S)................ 1947-49 = 100 109 |r 110 -0.9 -6.8 

Department store inventories (S)‘.......... 1947-49 = 100 n.a 120 -0.8 —4.0 

Manufacturing sales (S)................06. million dollars n.a. |r 24,367 |r eS —7.6 

Manufacturing inventories (S)*............ million dollars n.a. |r 45,292 |r -1.1 +0.3 

Manufacturing new orders (S)............. million dollars n.a. |r 23,058 |r +0.9 -10.2 

Manufacturing unfilled orders‘............. million dollars n.a. |r 51,776 |r -2.8 -30.9 

Garloadings, total’. 560 2... Mele « 2. occfous,a.0 thousand cars 672 620 +8.4 -13.4 

Carloadings, miscellaneous®................ thousand cars 343 339 +1.2 -10.7 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 92.8 92.5 89.8 88.1 +0.3 +5.3 

Wholesale commodity prices, all........... 1947-49 = 100 110.9 }r 111.0 110.5 109.8 —0.1 +1.0 
[Bia rrrieneet, oh 28s: heer ei. Sts Dive a LE AIG 8 1947-49 = 100 98.0)]r 99.4 98.4 97.8 -1.4 +0.2 
RTrUMIS ETE ciarete oily Aeckyerc: hee caieaauass o Spans «as a 1947-49 = 100 114.5 |r 114.5 114.2 113.6 0 +0.8 

Consumers’ price index................--- 1947-49 = 100 115.0 114.6 114.8 114.0 +0.3 +0.9 

Farm parit IDVICE TALIONS ne. ane a nee weet 1910-14=100 91 91 90 94 0 -—3.2 

Non-agricultural employment.............. thousands 54,297* 54,522* 54,225* 55,268 -0.4 n.a.* 

Unemployment................. cee eeees thousands 3,305* 3,465 * 3,725* 1,306 —4.6 n.a.* 

Factory employment...................-. thousands 12,415 |r 12,592 |r 12,818 13,890 -1.4 -10.6 

Average weekly hours worked, manuf’ing. .. . || number 39.3 39.0 39.5 40.7 +0.8 -3.4 

Average hourly earnings, manufacturing..... dollars 1.81 1.80 1.79 1.76 +0.6 +2.8 

Personal income (S)’.............00--+008: billion dollars n.a. 282.0 },r 282.9 282.7 -0.3 —0.2 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 59,028 61,030 66,681 59,443 -3.3 -0.7 

SUSINGSSOATISYs arte Se ne ek a bere erm poser ase ee million dollars 22,005 22,451 22,682 23,006 —2.0 4.4 

Consumer instalment credit outstanding’. ..|} million dollars n.a. 20,909 20,900 19,767 0 +5.8 

Privately held money supply‘.............- billion dollars n.@. 197.3 195.2 192.2 +1.1 +2.7 

Federal budget receipts................-+- million dollars 3,592 2,751 11,434 4,181 +30.6 -14.1 

Federal budget expenditures............... million dollars 5,203 5,296 5,555 6,519 -1.8 -20.2 

Defense expenditures...................: || million dollars 3,538 3,826 8,980 4,806 ~7.5 -26.4 

Federal budget surplus or deficit, cumulative™|| million dollars 6,453 4,842 —2,297 -10,263 7 

1Qutput of major consumer durables 6A verage of 22 daily spot market prices aApril, 1953 n.a.Not available 
3Shipments TAnnua rate pPreliminary rRevised 
Rig raya Dee etWelseliy cues R Series revised. For back data see Federal Reserve Bulletin, May, 1954 


From July 1 to end of month indicated S Adjusted for seasonal variation 
*1954 data based upon new sample; not directly comparable to earlier data 
American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W.{Dodge Corp.; Federal Reserve; 
Builders Association; Treasury Department; Taz ConrerENce Boagp 


257 


5Average weekly 


Sources: Association of 
National Machine Tool 


JULY, 1954 


| 
| 
| 
| 
| 
| 
! 
| 
| 
| 
| 
| 
| 
! 
| 
| 
| 
| 
| 
| 
| 
| 
i) 
| 
| 
| 
! 
! 
| 
| 
| 
| 
| 
! 
| 
| 
| 
| 
! 
| 
| 
| 
| 
| 
| 
| 
| 
| 
1 
| 
| 
| 
' 
| 
! 
! 
| 
| 
| 
| 
! 
| 
! 
| 
| 
( 
| 
I 
| 
! 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
l 
! 
! 
| 
| 
| 
| 
! 
| 
| 
| 
r 
| 
1 
| 
! 
| 
| 
| 
! 
t 
| 
! 
| 
| 
| 
! 
! 
! 
' 
' 
I 
! 
! 
! 
! 
! 
! 
| 
! 
' 
! 


: ORK 
Ba 
NASSAU JS = 
SIZ 
A 


The Counties 
in New York City 
and Surrounding 
Communities 


EW YORK has been not only the financial 
N capital but also a leading business center of 

the country for many years. As such, its 
economic health and general well-being are matters 
of national, as well as local, importance. 

The last comprehensive appraisal of the economic 
status of the New York metropolitan area was made 
in 1944.1 More recent data can be culled from a num- 
ber of sources, each yielding information on only one 
or two of the factors necessary for an over-all picture. 
Tue ConrerENcCE Boarp in this and subsequent 
analyses undertakes the assembly of existing materials 
which permit a comparison of recent developments 
with changes in earlier periods. This initial analysis 
is confined to setting forth the problems involved in 
defining the New York metropolitan area and observ- 
ing the growth of population in the area since 1900. 
In subsequent articles changes in the work force, the 
role of manufacturing, the service industries and 
other major aspects will be appraised. 


LIMITING THE AREA 


The logical beginning in taking stock of the eco- 
nomic life in any locality is to define the boundaries 
of the area. Admittedly, the first inclination in plan- 
ning a study of New York is to limit the scope to the 
five boroughs of the city itself. But a closer look shows 


1The Regional Plan Association, ‘““The Economic Status of the 
New York Metropolitan Region in 1944,”’ New York, 1944. 


A NEW LOOK 
AT NEW YORK 


that New York and its environs are too intimately 
integrated—socially and economically—to be sep- 
arated. Futhermore, the accelerated rate at which 
industry, trade and population have spread to the 
suburbs during the past decade limits the significance 
of a restriction of data to the central city alone. 

How much of the area outside the city is part of 
the New York metropolitan area? The latter is a 
commonly accepted economic unit and is constantly 
referred to as if it were a fixed geographical area with 
clearly defined boundaries. Actually there is no single 
definite legal or official boundary for the metropolitan 
area. Its limits vary with the purpose for which it 
is defined and the judgment of the persons charged 
with defining it. 

A committee of the United States Bureau of the 
Budget redefined metropolitan areas during the late 
Forties for use throughout the Federal Government. 
At that time, it included seventeen whole counties in 
the area designated as the New York-Northeastern 
New Jersey Standard Metropolitan Area: the five 
counties of New York City, plus four near-by New 
York counties and eight northern New Jersey coun- 
ties.1 (See checklist.) The general concept applied 
by the Budget Committee in setting up a metropoli- 
tan area was that “an area should be an integrated 
economic and social entity, with an attendant large 
volume of daily travel and communication between 
the central city and the outlying parts of the area.” 
The Bureau points out that this concept usually 
results in a standard metropolitan area considerably 
more restricted than the market or trading area. 

In many of its studies, the New York State Depart- 
ment of Commerce uses the seventeen-county area set 


Prior to this redefining, areas of this type had been defined—even 
within government—in somewhat different ways for different pur- 
poses and by various agencies. For example, the Bureau of the 
Census in the 1940 Census used two different areas: (a) the NewYork- 
Northeastern New Jersey District for population census, and (b) the 
New York-Newark-Jersey City industrial area for manufacturing 
censuses. For population purposes, the area included Greater New 
York, all or part of four other New York counties, all or part of nine 
Northeastern New Jersey counties and part of Fairfield County, 
Connecticut. For purposes of the Census of Manufactures, it in- 
cluded New York City (five counties), Westchester County and six 
Northern New Jersey counties. 
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forth by the Bureau of the Budget. More frequently, 
it confines its work to just the nine counties located 
in New York State. But for special purposes it uses 
still other definitions. For example, only eight counties 
are included in its labor market statistics. (Rockland 
is omitted.) 

The Port of New York Authority’s legal boundary 
for the Port of New York District, as defined in the 
Port Compact of 1921, cuts across county lines to 
include all or part of eight New York and nine New 
Jersey counties. It includes an area approximately 
within a radius of twenty-five miles of the Statue of 
Liberty. In total, seventeen counties (partially or 
wholly) are included in the Port of New York District 
—but they are not exactly the same seventeen as make 
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up the Budget Bureau’s Standard Metropolitan Area 
(see checklist) . 

The New York Chapter of the American Statistical 
Association has selected eighteen counties for present- 
ing its new tabulation, “Current Indicators of Eco- 
nomic Activity in the Metropolitan New York Area.” 
Fairfield County, Connecticut, has been added to the 
Federal Standard Metropolitan Area “because of its 
commuting importance to the area.” The Federal 
Reserve Bank of New York reports on department 
store sales cover nineteen counties, while the Regional 
Plan Association defines the area as embracing twenty- 
two counties. The latter is equivalent to an area 
approximately within a radius of fifty miles of Times 
Square. Dun and Bradstreet also considers the New 


How Various Groups Define the New York Area 


American 
Government Port of New Teak etm 
Agencies! York Authority? Never 
State and County Chapter 
. ot Tin= 
SL : Fi : cS Metropolitan 
Standard Metro- District New York Area 
politan Area 
New York State: 
New York City 
ESR OUXirre se iegepoheacigee sacs v V V 
Sai Sah arhvers:seatiis yet Vv V ai) 
INews orks 27..f98 ase. V V xi) 
Queens: sec. oe V V V 
Richmondin arte. A V V af 

INASSAL. fae kya fens dae os V pt v/ 

Satolic Mat... THER Soe ARG V 4, 4) 

Rockland jy aktos s,s: V pt By) 

Westchester.............. V pt i) 

Dutchessee os tacnrraae sae = iF fi 

Putnameeery. soe seed. ccoatet 

Orange nae ne soto e ss 
New Jersey: 

(Bergen sa jen o,ie.er. as wesieces Vv pt ay] 

DEG. .ee Ota eee V pt V 

HUdsonl ates Ak eee. oe V V V 

IMid@lesexe. iti Re V pt V 

IVE OR CIS A ict cin S.cc> cucaeegs +c V pt By) 

Rass alC ener ge rast ates V pt zi) 

Somerset: eee ate ele ee V pt af 

Witionaeseyaee « lees v pt V 

IMignmOuti a. oc sls. che oe pt 

IMMMterdOns ce cca. noe see c de 

WWATren ait. sats oie tio. - 

Sussexee ee ete: 

Wercenssaee slice Ge ms es oe 

Oceatterene ceca ae 
Connecticut: 

Haine L's, «esssyel sah Deeks ont exes al 
INew York City..5..6%.-.--. 5 5 5 
SUDUIDS ER et coe eet: 12 12a 13 
Total area (city and suburbs). 17 17a 18 


1A single definition for each metropolitan area has been worked out for al] federal 
Pecncies ‘by a special committee sponsored by the Bureau of the Budget. 
2Legal boundary. 
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New York Mir- 
Federal Reserve Regional Plan Dun & Bradstreet ror, News Syndi- 
Bank Association “Regional Trade Barometers” | cate and The 
of New York New York Times 
eae Re New York City Northern New York 
Mopar politan Region | egion N. J. Region Market 
v V V v 
V V V V 
V v V v 
Vv Vv Vv Vv 
V Vv Vv V 
Vv Vv v =i) 
7 Vv V Vv 
es Vv Vv Vv 
V V v V 
is V .. y 
Vv Vv 
v Vv 
V V v v 
V V v V 
V v V v 
V V v v 
Vv Vv V Vv 
V v V v 
V v v V 
v v v v 
v v V v 
v v v 
V v v 
V V v 
Vv 
Vv Vv v 
NumsBer or Counties 
5 5 5 Pa 3 
ye 
14 ily) 5 ne or 
19 QQ 10 12 26 
72 


a For eleven of the counties only part of the area is included. 
pt Part of county. 
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York City-Northeastern New Jersey area to be com- 
posed of twenty-two counties, but substitutes three 
New Jersey counties (Hunterdon, Warren and Sus- 
sex) for Dutchess, Putnam and Orange (all in New 
York State). Twenty-six counties were included in a 
study of the New York Market issued jointly by the 
New York Mirror, New York News, and New York 
Times. In these seven examples alone, the physical 
limits of the New York metropolitan area range from 
seventeen to twenty-six counties. And this does not 
exhaust the possibilities of definition. 


How each of these organizations defines the locality 
is stressed because these groups are the key sources 
of statistics and related information for the New York 
area. Obviously, the data are not comparable on the 
basis of the area covered. This poses innumerable 
problems in attempting a broad survey of economic 
trends. Fortunately, the problems are not insurmount- 
able. There is almost unanimous agreement on what 
constitutes the hard core of the area; the differences 
concern the counties on the periphery. All of the key 
agencies include the five counties of New York City, 
Nassau, and Westchester in New York State, and 
Bergen, Essex, Hudson, Middlesex, Morris, Passaic, 
Somerset and Union counties in New Jersey—fifteen 
counties in all. Whether to embrace seventeen, 
eighteen, or more counties as comprising the area is 
debatable. For the Board’s study, which utilizes 
facts and figures drawn from many sources, no single 
definition has been chosen. Instead, the object is to 
present the information for as broad a geographic area 
as practical (which, in turn, is partly dependent on 
the area definition in the original source), and to 
include subtotals for New York City (five boroughs) 
and for the standard metropolitan area as defined by 
the Federal Government. 


POPULATION—PAST AND PRESENT 


The New York area has been recognized as the 
nation’s leading center of population for over a cen- 
tury. Although there has been a slackening in its rate 
of growth, the area has maintained its top-rank 
position. The 1950 Census tallied thirteen million 


1For some purposes, the limits of the area have been set to cover a 
much broader region than those described here. For example, in the 
McGraw-Hill study, “The Seventh American Machinist Inventory 
of Metalworking Production Equipment, 1953,” the area labeled 
“New York-Newark” includes the entire eastern part of New York 
State, as well as a good part of New Jersey. The basis for determining 
the boundaries was what the industry thought was its distribution 
area. The New York-Newark area is spelled out as: ‘New York 
State east of a line including the counties of Franklin, Hamilton, 
Fulton, Montgomery, Schoharie, Delaware, Sullivan, Orange, Rock- 
land, Westchester, Bronx, New York, and Richmond; New Jersey 
north of a line including the counties of Hunterdon, Somerset and 
Middlesex.” 

In another investigation of the metalworking industry by indus- 
trial area (“Basic Marketing Data” volume 2, The Iron Age, January, 
1953), combining the territory called the “New York City area” 
with the “‘Newark-Jersey City area” yields a considerably smaller 
region than that used by McGraw-Hill. 


Table 1: Population Gains—New York vs. 
United States 


N.Y.-North-|N. Y.-N. J.- 
eastern N. J. Conn. 


New York | Standard | Metropoli- i 
Year "Cay Motropali- ax Region sy 
tan Area 
NuMBER OF PERSONS, IN THOUSANDS 
19002 ER ee 3,437 5,049 |- 5,514 75,995 
1910 Acie te. BR 4,767 7,049 7,607 91,972 
seg eet fey eee 5,620 8,491 9,139 | 105,711 
LOSO aor stes sss ein oer ties 6,930 10,859 11,643 | 122,775 
L940 SALA os eter ees 7,455 11,661 12,518 | 131,669 
T9504. Fl. thawte wees eo 7,892 12,912 18,951 | 150,697 
1954 (January 1)....... 8,107 13,899 15,062 | 159,742 
As % or Unitep States Toran 
1900 se as So eee 4.5 6.6 7.3 100.0 
1910. accaeie ih steac cia 5.2 (ive 8.3 100.0 
TOG ee eres eee: 5.3 8.0 8.6 100.0 
LOSO Snr eticaeeee mec a 5.6 8.8 9.5 100.0 
NOLO ccrestrha ede’ oth the 5.7 8.9 9.5 100.0 
LSD DADs cock < inv orain aie, cia anc 5.2 8.6 9.3 100.0 
1954 (January 1)....... 5.1 8.7 9.4 100.0 
% Cuanece Over Previous Date 
190s? Pe ee ee 38.7 39.6 38.0 21.0 
1920 2 Ge. tee oat 17.9 20.5 20.1 14.9 
Bs | De rene eave tein 23.3 27.9 27.4 16.1 
1940553. SPSS. Se 7.6 7.4 7.5 7.2 
ADSO. Beds cteowe bons ace 5.9 10.7 11.4 14.5 
1954 (January 1)....... 2.7 7.6 8.0 6.0 


Note: Data cover persons residing in area (excluding armed forces overseas). 


Sources: Bureau of the Census; 1954 data for New York are estimates made by 
The Regional Plan Association; Taz ConrERence Boarp 


persons in the seventeen-county New York-North- 
eastern New Jersey Standard Metropolitan Area (14 
million persons when the region is defined as embrac- 
ing twenty-two counties). Of this total, nearly eight 
million lived in the five boroughs of New York City. 
This meant (no matter which definition is used) that 
there were at least twice as many residents in the 
New York metropolitan area as in any other similar 
place. New York City (five boroughs) alone had 
fully twice as many people as any other city. And 
about a million more people now live in the area than 
at the Census enumeration in 1950, according to a 
recent estimate of the Regional Plan Association— 
fully 200,000 more of them in New York City (five 
boroughs) alone. 


The Area as a Whole 


The influx of people plus the natural increase (births 
over deaths) during the past four years has been 
equivalent in number to almost 80% of the entire 
increase in the previous ten years. It represents a gain 
of 2% a year in the New York area’s population. 
This rate is fully double the rate in the previous 
twenty years. Beginning with the depression of the 
Thirties, and continuing through the Forties, the 
percentage increase in the number of inhabitants 
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living in the area was less than ever before, only about 
1% a year. While the recent 2% gain is an improve- 
ment over the two preceding decades, it is still a slower 
rate of growth than the New York area experienced 
during the Twenties and only about half as fast as the 
percentage gain during 1900-1910. (See table 1.) 


The declining rate of growth in the New York 
metropolitan area since the turn of the century is 
part of the Northeast regional experience. A study 
of regional variation in metropolitan growth found 
that the Standard Metropolitan Areas in the north- 
eastern quadrant have been growing more slowly than 
the average of all Standard Metropolitan Areas. For 
example, in the 1940-1950 decade, Standard Metro- 
politan Areas as a whole grew by 21.8%, those of the 
Northeast grew only by half this rate. And this was 
a continuation of a thirty-year trend of extraordinarily 
low rates of increase in the region.1 


The proportion of the nation’s population located 
in the New York area increased from 1900 to 1930. 
Since then it has remained about the same. The in- 
habitants of New York City plus its environs, which 
even in its broadest geographic definition represents 
little more than 2% of the country’s land, have been 
accounting for approximately 9% of all United States 
residents; those in the central city itself represent 
about 5% of the national total. 

The stability of the New York-United States rela- 
tionship may suggest that the New York area has kept 
pace with the rate of growth in the United States as 
a whole. Actually their rates of increase have differed 
sharply. The New York area population grew much 
faster from 1900 to 1930. During the Thirties, popula- 
tion advances, both locally and nationally, slowed 
down to about 7% for the decade (New York still led, 
but by a very small margin). An unprecedented num- 
ber of births plus new lows in mortality during 1940- 


1United States Housing and Home Finance Agency, “Population 
Growth in Standard Metropolitan Areas, 1900-1950,” December, 
1953, p. 25. 
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1950 added substantially to the number of persons, 
both in the area and in the nation. But the New York 
area lagged behind with a population gain for the 
decade of 11% as compared with a 14.5% increase in 
the United States total. According to the Regional 
Plan Association estimates, the relationship was re- 
versed in the past four years; the number of residents 
in the New York area increased about 8%, the country 
gained only 6%. 


The New York area had shifted, over the first half 
of this century, from being one of the faster growing 
to one of the slower growing among the giant metro- 
politan areas. (See table 2.) But its relative growth 
since 1950 appears to rank more favorably with the 
gains in other areas. During 1900-1910, the rate at 
which New York increased its population was fifth for 
the fourteen areas compared.1 Only Los Angeles, 
Detroit, Cleveland and San Francisco-Oakland had 
higher rates. And the gains in the last three areas, 
which averaged about 43%, were only slightly higher 
than the 40% increase in New York. 


During the following three decades, New York’s 
rate of growth was about half-way or better in the 
array of large areas. But from 1940 to 1950, the New 
York area ranked low.? With an 11% increase, it was 
twelfth in the array of fourteen with only Boston and 
Pittsburgh reporting smaller per cent gains (see table 
2). Preliminary calculations show that New York’s 
rate of growth since 19503 was topped only by the 


1Areas with a million or more inhabitants in 1950 were chosen for 
this comparison. 

*New York’s rate of growth from 1940 to 1950 was in 189th place 
in a ranking of 162 Standard Metropolitan Areas. This of course, 
includes areas well outside New York’s population-size class. 

*The change since the 1950 Census is based on estimates of the 
January 1, 1954, population made by private organizations. The 
current figure for the New York Standard Metropolitan Area is de- 
rived from the Regional Plan Association estimates and is used 
throughout this article. The current data for the other areas are 
estimates made by Sales Management in connection with its annual 
“Survey of Buying Power.” In general, estimates are not regarded 
as firm as the figures obtained from a Census count, but lacking 
census data, the estimates have been used here as clues to current 


Table 2: Population Growth in New York and Other Large Areas 


Standard Metropolitan Area 


Detrow see ee. tatters cee sees eek 


Washington, D. C...............0 ccc eee 


Ut alomee Aree. eT. heen sdb hem Peale Ns 
Sources: Bureau of the Census; Taz Conrrrencre Boarp 


JULY, 1954 


Population (In Thousands) 


Per Cent Change for Decade 


1950 


1910-1920 


1900-1910 1920-1930 | 1930-1940 | 1940-1950 


12,912 39.6 9 7.4 10.7 
5,495 31.5 8 oe 13.9 
4,368 183.7 2 25.3 49.8 
3,671 19.9 6 2.0 14.7 
3,016 43.8 nif 9.2 26.9 
2,370 Q1.5 2 Vaal 8.8 
2,241 42.5 6 8.5 53.3 
2,213 35.8 9 3.0 6.2 
1,681 25.3 3 5.3 17.4 
1,466 43 .2 9 eS) 15.7 
1,464 17.4 5 44.0 51.2 
1,337 12.7 6 929 23.5 
1,117 37.7 eal On 18.7 
1,089 22.0 ol 5.0 13.7 
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Los Angeles, San Francisco-Oakland, Washington, 
D. C., Detroit and Baltimore areas. 

Although the percentage increases were smaller for 
the New York area than for some other areas the 
increment in terms of the number of people continued 
to be greater in New York than elsewhere. Compar- 
able per cent gains would mean a decidedly larger 
numerical increase in New York because of its greater 
population base. For example, there were 11.7 million 
people living in the New York area in 1940 as com- 
pared with 4.8 million in Chicago, the second largest 
metropolitan area. Thus, a 1% increase from 1940 to 
1950 in the New York figure represented an addition 
of 117,000; the same percent gain (1%) in Chicago 
would yield only 48,000. 

The population trends examined so far have been 
without reference to the patterns of growth within the 
various areas. Much attention has been given in 
recent years to the more rapid development of sections 
lying outside central cities than of the central cities 
themselves—in virtually all of the nation’s metropoli- 
tan areas, In “The Trek Is To The Suburbs,” The 
Business Record, October, 1951, THe CoNnFrERENCE 
Board measured the migration to suburban com- 
munities (from 1900 to 1950) in thirty-two areas. This 
movement, which had begun after World War I, 
gained momentum during the Forties. For every 1% 
gain in the number of New York City residents be- 
tween 1940 and 1950, its suburban population in- 
creased more than 3%.1 This rate of suburbanization 
was about three times as fast as in the preceding four 
decades. And it looks as though the rate advanced to 
five-to-one between 1950 and 1954. Some of the fig- 
ures presented in the October, 1951, article for the 
New York-Northeastern New Jersey Standard Metro- 
politan Area have now been revised but the trends 
have not been changed by the release of final figures. 


New York City 


New York City, like many other American cities, 
has suffered large net out-migration for some years. 
Such growth as it has had has been largely self-gener- 
ated by an excess of births over deaths.? During the 
Forties, the city’s migration pattern was reversed for 
the first time as more people moved out of the city 
than moved in. And the 437,000 increase in population 
—which was the smallest decade gain in over sixty 


relative movements. Sales Management’s estimate of the population 
in the New York area for January 1, 1954, is 219,000 below that of 
the Regional Plan Association. Were these smaller figures used in 
the 1950-1954 metropolitan area comparison, the New York area 
would have been among the slower-growing rather than the faster- 
growing areas. 


1The original study, based on preliminary Census figures, showed 
a 5% gain in the suburbs for each 1% gain in New York City; final 
Census figures set the ratio at 3.29 to 1. 

*The historic growth of population in New York City and in 
twenty-seven other major cities is explored in “Growth Patterns of 
Cities,” Taz Conrerence Boarp, Studies in Business Economies, 
No. 39, May, 1953. 


years—was entirely due to a natural increase of al- 
most 600,000. In earlier decades, the excess of births 
over deaths was a less important factor than the net 
amount of in-migration. 

Since 1950, the city has continued to lose more 
people through net out-migration even though its 
population gained by 2.7%. The Regional Plan Asso- 
ciation estimates that between 1950 and 1954 the 
city’s natural increase alone would have added 281,600 
persons. But since the actual increase was only 215,000 
there was a net exodus of at least 66,600 in the four- 
year period. 

The net out-migration is one-third above this mini- 
mum when allowance is made for the people migrating 
to the city. The New York City Planning Commission 
studies show that 300,000 persons came into the city 
between 1950 and 1954 and 400,000 left, making a 
total net out-migration of 100,000. The people from 
Puerto Rico were the chief in-migrants. The popula- 
tion of Puerto Rican born living in New York City 
increased from 187,000 in April, 1950, to an estimated 
355,000 at the end of 1953. Thus, in the past four 
years, 168,000 of the Puerto Ricans who came to New 
York City did not return to their homeland or move 
on to other places.! This increase represents a greater 
influx than occurred right after World War II. In the 
four years, 1946 to 1950, about 125,000 Puerto Ricans 
established residence in New York City.? 

The net result of the changes in all factors affecting 
the city’s population since 1940 has been a gain, 
averaging more than 45,000 persons a year, in the 
number of New York City inhabitants. (During the 
Forties, 43,700 a year; and close to 54,000 annually 
from 1950 to 1954.) Over a ten-year period, this is 
equivalent to adding as many people as there were 
in Kansas City, Missouri or in Dallas, Texas in 1950. 
With the exception of Los Angeles, none of the thirteen 
leading cities studied gained so many people. In 
previous decades the numerical increase in New York 
City’s population outstripped the other big cities by 
even larger amounts. 

In terms of the per cent increase in population, 


1The total Puerto Rican population in New York is estimated to 
have reached 455,000 as of the end of 1953—almost double the num- 
ber here in 1950. Some 355,000 of them were born in Puerto Rico 
and migrated to New York City. The remaining 100,000 are of 
Puerto Rican parentage but were Continental born. See “Puerto 
Rican Population of New York City,” a series of papers delivered 
before the New York Area Chapter of the American Statistical 
Association, October 21, 1953, edited by A. J. Jaffe, and published 
by the Bureau of Applied Social Research, Columbia University, 
New York, 61 pages. 


*The 1946-1950 figure is a maximum approximation, based on the 
premise that the entire gain over the 1940-1950 decade in New York 
City’s Puerto Rican born population came here in the last four 
years of the decade. 


2The city of Los Angeles, which includes most of its suburban area 
within one jurisdiction, gained 29,000 more people than did New 
York City between 1940 and 1950; but preliminary estimates in- 
dicate a smaller numerical gain there, between 1950 and 1954, 
than in New York. 
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Table 3: A County-by-County Account of the Number of People 
in the New York Area Since 1900 


Thousands of Persons 


State and County 
1900 1930 1940 
New York State: 
New York City 
Bronx SPYRO om HONS, SeRausens inn oosiic 200.5 | 1,265.3 | 1,394.7 
WKngsheees eet a ee 1,166.6 | 2,560.4 | 2,698.3 
NewYork fovittas sth oe. pene ie) 1,850.1 1,867.3 | 1,889.9 
Queeuss-F 225 ins. cota 153.0 | 1,079.1 | 1,297.6 
iRivel has toetG ae eee, ae ee ae eee 67.0 158.3 174.4 
INASSHUISE ee on coo 55.4 303.1 406.7 
SHUtifel Us Beh, ek eT ok Oe Oe re a 77.6 161.1 197.4 
iRYove) dl EniirG iaiag So ete eR ie eat 38.3 59.6 74.3 
Westchester. ....20:.-...<-sca00. 184.3 520.9 573.6 
Wuitchessaeeety we. lvoe LA 81.7 105.5 120.5 
ESET ALTA EE, eee fed ooh. mass 13.8 13.7 16.6 
OUST Os, Mean coh oar eee 103.9 130.4 140.1 
New Jersey: 
Bergennsety, erty. f5..cee es 2.58 Ye | 78.4 365.0 409 .6 
1 OE YE <A Sica ght ele enna tea 359.1 833.5 837.3 
IMudsonwe ek, tc sett ees 386.0 690.7 652.0 
Middlesex... Jee Raut frac. hee es Io... 79.8 212.2 Q17.1 
IMOrniSe seh aemencrtcnc fh. take. sch < 65.2 110.4 125.7 
USSR R Tay, NPI e ees Gian Tots aviem as 155.2 302.1 309.4 
DGMIETSEl een eet Sea eS ee 32.9 65.1 74.4 
RUN TE A eae Pe ett ce ures oes 99.4 305.2 328.3 
IVionmoubhseeees.ceers hoya - 82.1 147.2 161.2 
Connecticut: 
(Haurield sn se..naierit tere! oeecet 6 184.2 386.7 418.4 


Total New York-Northeastern New 
Jersey Standard Metropolitan Area?| 5,048. 


8 | 10,859.3 | 11,660. 
Total New York City (5 counties)...| 3,437.2 

i 

3 


8 
6,930.4 | 7,455.0 
4,712.5 | 5,062.7 

11,642 .9 | 12,517 .7 


Total Environs (17 counties)........| 2,077. 
Total Region (22 counties).......... 5,514 


10n a compound interest basis. 

2Consists of seventeen counties (see check list on page 259). It excludes the counties 
of Dutchess, Putnam and Orange in New York State, as well as Monmouth, New 
Jersey, and Fairfield, Connecticut, which are included in the totals for the region. 

aLess than +.05%. 

*For most of the counties, these figures understate the actual rate of growth during 


Annual Rate of Growth! 


1950 1954 1900— | 1910- | 1920- | 1930- | 1940- | 1950- | 1900- 
(Jan. 1) 1910 1920 1930 1940 1950* 1954 1954 

1,451.3 | 1,510.0] 8.0 | 5.4 5.6 1.0 0.4 1.0] 3.8 
2,738.2 | 2,738.0 | 3.4 CaN] 2.4 0.5 0.2 a 1.6 
1,960.1 | 1,961.0 | 2.3 | -0.2 | -2.0 | 0.1 0.4 a QA 
1,550.8 | 1,693.0 | 6.4 5.1 8.7 ig) 1.8 2.2) 4.6 
191.6 205.0} 2.5} 3.1 3.1 0) | OL9 TG 2ak 
672.8 966.8 | 4.2] 4.2] 9.2] 3.0 5.2 | 9.5 | 5.4 
276.1 379.5 | 2.2 1.4] 3.9 2.1 3.4 8.3 3.0 
89.3 S749 REZ OD ORO ee aia ene 1.9 2.2 Wade 
625.8 683.4] 4.4] 2.0] 4.2 1.0 0.9 2.2 | 2.5 
136.8 154.1 | 0.7] 0.4 1.4 1.3 1.3] 3.0 1.2 
20.3 22.5 | 0.6 |-3.0} 2.4 1.9 2.0) | 2.6 0.9 
152.3 164.6 1.1 0.3 0.9 Oa) ORS 2.0) | 029 
539.1 640.8 | 5.8] 4.3 | 5.6 1.2) 228°) 4.4) 4.0 
905.9 SAS so 168 |e ec Aa ee a 0.8 iol 1.8 
647 . 4 643.2 | 3.4 UG | SOS | 0s SO cab |) SOs 1.0 
264.9 317.3 | 3.7 | 3.6) 2.7 OPQ 2 On ang 2.6 
164.4 195.2 1.4 L035 |e2e9 1.3 Breit | mene es uae 
337.1 361.5 | 3.4 1.8 1.5 0.2 0.9 1.8 1.6 
99.1 116.5 UEP eae sie! ice 2.9 4.1 2.4 
398.1 442.7] 3.5 | 3.6] 4.3 0.7 129 Zul ee eae 
225.3 261.7 1.4 1.0] 3.4 OL ON SS 4a SIS eens 
504.3 560.7 | 2.9 2.7 1.9] 0.8 LOD eT al eel 
12,912.0 | 13,898.6 3.4 HOE eats | DS 1.0 eg 19) 
7,892.0 | 8,107.0 | 3.3 TAG | ez ae Orel) Were ery LG 
6,059.0 | 6)955.2 || 3:2) | 2.2°)| 3.0) 0.7 1:8 | 3.5 | 2.3 
13,951.0 | 15,062.2 3.3 1 205 0.7 1.1 Wy) 1.9 


the postwar years and overstate the rate for the first half of the decade. Basic to 
the method used in deriving the rate of growth is the assumption that there was a 
constant rate of gain throughout the period. But the major part of the increase for 
the ten-year period really occurred in the four years, 1946-1950. It was in these 
years the big shift of people from one place to another got underway—a migration 
from which many of the counties benefited greatly. 


Sources: Bureau of the Census; Regional Plan Association estimates for 1954; The Conference Board 


several other cities have been growing at a faster pace. 
New York, with its 6% increase between 1940 and 
1950, ranked ninth in a fourteen-city array of rates 
of growth. Thus far in the present decade New York 
is in sixth place with a 2.7% gain, according to pre- 
liminary estimates. During the Twenties and from 
1900 to 1910, it was the fifth fastest growing of the big 
cities. 

Fully 60% of New York City’s population increase 
since 1940 is accounted for by the increase in the 
number of residents in Queens. This is the outstanding 
recent development in the ever-widening outward 
movement that has been going on within the city 
limits. It began over fifty years ago with the intro- 
duction of cheap and rapid means of transportation. 
At first, the outer limits of Manhattan were developed 
most rapidly; then Brooklyn and the Bronx; more 
recently, Queens. This movement is actually part 
of what is called the “suburban trend”—if the term 
is broadly interpreted to mean the shift from densely 
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built-up areas, typical of the center of any city, to 
open areas. 

The marked trend toward residential dispersal is 
evident in the following figures: ! 


Increase in 


Population in Population in 
Environs as % 


Total N. Y.- Suburban 
N. J.-Conn. Part of Region of the Increase 
Year Region (17 counties) in the Whole 
(22 counties) Area 
Increase from Preceding Date (col. 2 + col. 1) 
In thousands 


LOLO Siem etect sweet are 2,093 763 36 
URE AURne S Gthe acts AS Ce eerey 1,532 678 4A 
TOS Os ee cee tae ter ava 2% 2,504 1,194 48 
SLO eer: te ne cee 875 350 40 
LOGO TS IMS ome cate ine ae 1,433 996 70 
OSA ACA tetrsscges reeber: 1,111 896 81 
Change from 1940 to 1954.. 2,544 1,892 74 
1Sources: Bureau of the Census; Regional Plan Association; 
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Three of every four of the 2,544,000 people added to 
the whole area since 1940 are to be found in suburban 
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counties.1_ In comparison, little more than one out 
of every three persons in the 1900-1910 population 
increase resided outside the major central city. 

Over the decades, the New York State portion 
(including New York City) of the area gained more 
people than the New Jersey side. But the differences 
between the amounts of increase have been reduced. 
In the 1900-1910 decade, and again during the Twen- 
ties, the absolute increase in the counties in New York 
State was three times that of the New Jersey counties. 
In the 1940-1950 period, the New York State side 
gained less than twice as many persons as did its 
counterpart across the river. And since 1950, this 
ratio has remained at about two to one. 

The greater numerical gains in the New York State 
portion since 1940 have been the result of tremendous 
growth in Long Island. Nassau, growing faster than 
any county in the area, increased its population by 
560,000 persons, bringing the total number of inhabi- 
tants there to almost one million as of January 1, 1954. 
The 560,000 increase represents more than one fifth 
of the total gain in the whole New York-New Jersey 
area between 1940 and 1954. Suffolk added 182,000 
persons in the same period, doubling its 1940 popula- 
tion. Westchester, the most populated county on the 
New York side before 1940, gained 110,000 people. 
But it now has over a quarter of a million fewer resi- 
dents than Nassau. However, since 1950, Westchester 
has been growing about two and one-half times faster 
than it did in the 1940-1950 period. 


In Twenty Years 


The Regional Plan Association, in connection with 
current studies to be published soon, is finding it 
necessary to make upward revisions in its forecast 
made directly after World War II. It then anticipated 
5 million families in the area by 1975, a million more 
than were living here at the time the estimate was 
made (1946). While final calculations have not yet 
been completed, the RPB now believes that the 
region’s population may climb as high as 18 to 20 
million by 1975.2 There were, on January 1 of this 
year, 15.1 million people in the twenty-two county 
area. Thus, this forecast implies an average gain of 
138,000 to 233,000 persons a year for the next twenty- 
one years. The comparable average gains in the past 
fourteen years were: 143,000 a year during the Forties 
and 278,000 a year since 1950. 

Two years ago, the Department of City Planning 
estimated that the City of New York would have 
8,570,000 residents by 1970, in spite of a tapering off 
in the birth rate and a fairly consistent rate of outward 


1The figures are the totals for the twenty-two-county area as 
defined by the Regional Plan Association. The trends are the same 
for the smaller seventeen-county area used by all Federal Government 
agencies. 

*The number of families this represents is not available. 


migration. This would mean a gain of 680,000 persons 
in twenty years, or a 34,000 increase each year. The 
city average annual gain was about 43,700 in the 
Forties and close to 54,000 since 1950. 


NEW YORK AREA FARES WELL 


If size and rapidity of growth of the population are 
accepted as symbols of prosperity, the New York 
metropolitan area has fared well since 1950. It con- 
tinued (1) to gain more people from other places than 
it lost through out-migration, and (2) to add to its 
number through the excess of births over deaths of 
the people already here. It remains true that the New 
York area grew less percentagewise than it had in 
some earlier periods, and that it is now among the 
slower-growing of the major areas when per cent gains 
are compared. Nevertheless it did add about 2.5 mil- 
lion to its population in the past fourteen years— 
a much greater numerical gain than in any other major 
metropolitan area. The increase alone was equivalent 
to the population of the Boston Standard Metropoli- 
tan Area. And by 1975, the New York area may have 
more than twice as many people as it has at the 
present time. 

The City of New York suffered large net out-migra- 
tion both during the Forties and thus far in the Fifties. 
The outward flow in the past four years was so great 
that the city’s actual population gain fell below its 
natural increase. These circumstances are not peculiar 
to New York City. In many, if not most, of the big 
cities the out-migration has exceeded the in-migration 
for a number of years. And such increases in popula- 
tion as did occur were self-generated. Although it is 
expected that out-migration from New York City will 
continue and the birth rate will taper off, the popula- 
tion in 1970 is estimated to be 680,000, or 8.5% above 
the 1950 number. 
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Renewing Our Cities—The author contends that the root 
of the problem of cities lies in the interruption of the re- 
newal process, defined as “a continuous and coordinated 
process of growth, maintenance, and replacement of the 
parts of the urban structure.” He holds that progress to- 
ward comprehensive renewal will require public education, 
the creation of an “environment of action,” and adoption 
of programs of planning that cover broad geographical 
areas and a wide range of considerations—economic as well 
as social. 

By Miles L. Colean. The Twentieth Century Fund, 

New York, 1958. $2.50. 
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AGRICULTURE ACROSS THE COUNTRY 


Notable Product and Regional Shifts 


has risen more than 60% over the past two 

decades. Total net income from farming has 
tripled; so has the value of farm land and buildings. 
Output per man hour on the farm has practically 
doubled. In current dollars, per capita income from 
agriculture is four times as great as in the mid- 
Thirties; and after adjustment for increases in prices 
of commodities and services purchased by the farm 
community, it has more than doubled. 

However, trends in various sections of the country, 
and in individual agricultural products, have diverged 
strikingly from the national average. Appreciable 
shifts in the demand for some agricultural products 
(as a result of changes in consumers’ tastes and in- 
comes, overseas purchases, the development of new 
products such as synthetic fibers which have bitten 
into cotton and wool consumption) have effected sig- 
nificant shifts in production. A tendency toward 
greater product diversification has also somewhat 
altered the complexion of agriculture in some regions. 

Cash receipts from marketing hogs, chickens, grains, 
and oil-bearing crops have risen more sharply over 
the past twenty years than the average of all farm 
products, their share of total cash receipts from mar- 
ketings increasing substantially. At the same time 
dairy products, sheep and lambs, wool, cotton, fruits 
and tree nuts, and vegetables are getting materially 
smaller shares of total receipts. (See table.) How 
these product shifts have affected the face of agricul- 
ture can be seen in the statistics of geographic regions. 


WEST NORTH CENTRAL 


The seven states comprising the West North Cen- 
_ tral region constitute one of the leading agricultural 
sections in the country. In recent years it has earned 
one fourth of total United States cash receipts from 
farm marketings. The area encompasses one fourth 
of the total value of the nation’s farm land and build- 
ings, and nearly one fifth of its farm workers. Agri- 
culture is one of the major industries—about one fifth 
of income payments to individuals in the West North 
Central states has been going to the farm sector. 

This region has the distinction of having regis- 
tered a greater increase in farm output, over the past 
twenty years, than any other area. (See chart.) 


alts VOLUME of United States farm production 
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Geographic Divisions 


New England—Maine, New Hampshire, Vermont, 
Massachusetts, Rhode Island, Connecticut 

Middle Atlantic—New York, New Jersey, Pennsy]l- 
vania 

East North Central—Ohio, Indiana, Illinois, Michigan, 
Wisconsin 

West North Central— Minnesota, Iowa, Missouri, 
North Dakota, South Dakota, Nebraska, Kansas 

South Atlantic—Delaware, Maryland, Virginia, West 
Virginia, North Carolina, South Carolina, Georgia, 
Florida 

East South Central—Kentucky, Tennessee, Alabama, 
Mississippi 

West South Central—Arkansas, Louisiana, Oklahoma, 
Texas 

Mountain—Montana, Idaho, Wyoming, Colorado, 
New Mexico, Arizona, Utah, Nevada 

Pacific—Washington, Oregon, California 


Heavily expanded production of wheat, which is the 
major product here, is largely responsible for this 
steep upturn. The West North Central section was 
always a great wheat-growing section, turning out 
about one third of the nation’s crop in the mid- 
Thirties. It now produces fully 40% of the domestic 
wheat harvest. Two of the area’s states—North 
Dakota and Kansas—account for about 30%. 
Impressive gains in productivity in wheat growing 
made this enormous rise possible. Wheat output per 
man hour has soared to approximately three times its 
mid-Thirties figure. This exceeds the productivity 
gains in virtually every other farm product, and is 
considerably greater than the increase in productivity 
for total farm output, which has risen some 80% over 
the past two decades. Larger wheat output per man 
hour is attributable chiefly to greatly increased use of 
machine power. This is one of the country’s most 
prosperous and highly mechanized farm sections. 
Concomitant with an increased importance of wheat 
in this section, has been a relative decline in produc- 
tion of milk, which is also a leading agricultural 
product here. In contrast to the enormous increase 
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Per Cent Distribution 


$7,262 million=100 $32,049 million = 100 


NEW ENGLAND 
MIDDLE ATLANTIC 


EAST SOUTH CENTRAL fxs 
MOUNTAIN 


SOUTH ATLANTIC 
PACIFIC 


WEST SOUTH CENTRAL 


EAST NORTH CENTRAL p 


WEST NORTH CENTRAL 
1934/1936 1951/1953 
AVERAGE AVERAGE 


A372) O24 
Source: Bureau of Agricultural Economics 


in wheat output since the mid-Thirties, milk produc- 
tion has actually fallen 5%. Since milk output for 
the nation as a whole has increased 15% over this 
period,! the West North Central’s share of total milk 
produced has shrunk from 25% in the mid-Thirties to 
about 20% today. 

The bulk of milk from this region is sold as farm- 
separated cream for the manufacture of butter. Since 
butterfat prices have not expanded as much as whole 
milk prices over the past two decades, many farmers 
in butterfat regions have found it more profitable to 
shift to other agricultural products. By setting up 
adequate handling facilities, farmers in some butterfat 
sections were able to switch to marketing whole milk. 
However, it was more common in these sections for 
farmers to shift to beef and hog production. One 
apparent incentive for this shift has been a labor 
shortage and high labor costs: dairy farming requires 
relatively more manpower than livestock production. 


MOUNTAIN 


Wheat is also the dominant agricultural product in 
this eight-state region. Wheat production in this 


1The 15% increase in the nation’s milk production over the past 
two decades trails quite markedly behind the 60% rise in total 
agricultural output. A drop in national butter consumption of 25% 
is mainly responsible for this lagging rate of increase. Consumption 
of other dairy products, however, such as fluid milk, cheese and ice 
cream has increased quite substantially. For further discussion of 
this point, see The Business Record, July, 1953, pp. 272-274. 


section has nearly quadrupled over the past two 
decades, and today accounts for nearly 20% of total 
wheat output, compared with some 12% two decades 
ago. The relative importance of cattle and calves has 
also increased. Total agricultural output for the re- 
gion has risen 73%, ten percentage points more than 
the United States average. 

The Mountain states contain only 4% of total farm 
population and farm workers, but receive about 7% 
of total cash receipts from farming. Cash income 
from agriculture for this region has increased more, 
percentagewise, since the mid-Thirties than for the 
country as a whole. 

Both farm population and farm workers in the 
region have declined by one quarter since 1935, but 
the level of living of farm operators is more than 10% 
above the United States average.t 


EAST NORTH CENTRAL 


The East North Central region is another important 
farming region—close to one fifth of total cash income 
from farm marketings goes to its five states. It is one 
of the leading dairy areas, with 6.3 million milk cows 
on farms, one quarter of the nation’s total. Unlike 
other dairy sections, which have experienced declines 
or only moderate increases in milk output over the 
last twenty years, this section has enjoyed a 50% 
increase. A major reason for this expansion has been 
that the bulk of the area’s output is marketed as 
whole milk rather than as butterfat, and it is in but- 


1Farm operator level of living indexes are compiled by the Bureau 
of Agricultural Economics, based on: (1) percentage of farms with 
electricity; (2) percentage of farms with telephones; (8) percentage 
of farms with automobiles; (4) average value of products sold or 
traded per farm (adjusted for changes in purchasing power of the 
farmer’s dollar). 


Farm Output 
Per Cent Changes from 1934-1936 to 1951-1952 
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Source: Bureau of Agricultural Economics 
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terfat form that the heavy drop in milk utilization 
has taken place. Today this region is responsible for 
some 30% of total milk output, as against 25% in the 
mid-Thirties. Wisconsin alone has fully 10% of the 
country’s milk cows and accounts for some 13% of 
our national milk output. Hogs, cattle and calves 
are also leading products. 

Total value of farm land in this division has closely 
followed the trend for the country as a whole; that 
is, it has nearly tripled since 1935. The acreage of 
land in farms has remained relatively unchanged. 

While the level of living of farm operators in the 
East North Central area is some 20% above the 
United States average, since about 1930 it has not 
risen quite as sharply as the national average. 


SOUTH ATLANTIC 


Agriculture accounts for slightly less than 10% 
of total income payments to individuals in the South 
Atlantic area, and 13% of total national agricultural 
income. The region employs over 15% of the coun- 
try’s agricultural workers, and contains 20% of the 
total farm population. 

Despite substantial internal shifts in farming in 
the South Atlantic area, its relative standing in 
United States agriculture has remained unchanged 
since the mid-Thirties with respect to its proportion 


Cash Receipts from Farm Marketings 


1934-36 Average 1951-53 Average 


Millions of 
Dollars 


% Dis- 


Millions of | % Dis- 
tribution} Dollars  |tribution 


Livestock and products 


Cattle and calves.......... 996.7 13.8 | 6,089.0 19.0 

1 8 (ayes Retr RS ane ee 731.0 10.1 | 3,660.3 11.4 
Sheep and lambs.......... 150.0 2.1 395.3 iat? 
Dairy products!........... 1,811.3 | 18.1 | 4,357.7 | 13.6 
Gest eee hae eee: 452.0 6.2 | 2,052.3 6.4 
Chickens (incl. broilers).... 230.3 3.2 | 1,181.3 3.7 
Turkeys and other poultry’. 64.7 0.9 390.3 1.2 
OOM rcrcers errr csrfe ayers ages 82.0 1.1 158.0 0.5 
Other’ Hy. cto toes dares 6 40.3 0.6 97.0 0.3 

Crops 

Moodsgrains®s\ « «2.5 <felsy. s1 2. 421.3 5.8 | 2293.3 Whe 
Reed cropst...(.. 6+ sncxoe ss. 374.7 5.2 | 2,032.7 6.3 
Cotton (lint and seed)..... 826.7 | 11.4] 2,978.3 9.3 
Oil-bearing crops®.......... 65.7 .9 | 1,005.7 8.1 
PE ODACCOMMES civ sites isns, os) sxeyes 240.3 isonet TIATCASS ie 8.5 
Fruits and tree nuts....... 407.3 5.6 | 1,186.7 3.7 
Vegetables................ 533.3 7.4 | 1,844.3 5.8 
DU PATICEOPS sm) pti 74.7 1.0 190.3 0.6 
Opters Soars cere ers wee are QA45 .'7 3.4 | 1,012.7 3.2 
PL OU@lien reteaieicicisalersiet ss o's 7,248.0 | 100.0 | 32,049.0 | 100.0 


1Farm butter, cream, wholesale milk, and retail milk. 

2Ducks, geese, guineas, pigeons, quail, pheasants, turkey hatching eggs. 

3Wheat, rye, rice, and buckwheat. 

4Corn, oats, barley, sorghum grains, and hay. 

5Soybeans, peanuts, and flax seed. 

sSugar beets, sugar cane for sugar, sugar cane sirup, sorgo sirup, and maple sugar 
and sirup. 

THorses, mules, mohair, honey, bees wax, bees. 

8Greenhouse and nursery products, forest products, legume and grass seeds, hops, 
mint, broom corn, pope hem fiber and seed, flax fiber. 
Source: Bureau of Agricultural Economics 
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of total cash receipts from farming. It still receives 
about 11% of the nation’s cash farm income. 

In the Delaware-Maryland-West Virginia sub- 
region, dairy products led all others but have de- 
clined in their importance over the past twenty years, 
while chicken framing has made sizable gains. 

Cotton is the most important farm product in South 
Carolina and Georgia, and is also a major one in 
North Carolina. However, the increase in output in 
cotton over the past two decades has lagged far be- 
hind the increases in other products, notably tobacco. 
Since demand for, and prices of, tobacco have risen 
more steeply than in the case of cotton, the former 
has become a more lucrative enterprise. 

Whereas South Carolina and Georgia produced 6% 
and 10%, respectively, of the nation’s cotton some 
two decades ago, in recent years their respective shares 
were 4% and 5%. Cotton production today comprises 
a substantially smaller percentage of total cash re- 
ceipts from farming in these states, while tobacco 
contributes much more heavily to farm receipts than 
it did a generation ago. 

Value of farm land and buildings stands at about 
three and one-fourth times the mid-Thirties’ figure. 
Among the eight states in the area, North Carolina, 
South Carolina and Florida enjoyed the greatest in- 
creases. Steep rises in value per acre in North Caro- 
lina and South Carolina—300% and 250%, respec- 
tively—and a doubling of farm acreage in Florida 
were mainly responsible. 


NEW ENGLAND 


Dairy products constitute the major output of New 
England farms, but their relative importance, based 
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on cash receipts from farm marketings, has slipped. 

The lagging rate of population increase in this 
region is probably a principal factor affecting the trend 
in milk production. New England’s population has 
risen only about 15% from the mid-Thirties, compared 
to 25% for the country as a whole. A major portion 
of milk output here is marketed for fluid uses. Since 
whole milk used for fluid consumption is produced in 
the area where it is ultimately consumed, population 
shifts usually result in geographic shifts in milk pro- 
duction for fluid use. 

The fall in the relative standing of dairy commodi- 
ties in New England’s farm economy has been accom- 
panied by a rise in the importance of egg production. 
And tobacco, which in the mid-Thirties contributed 
about 4% to farm marketing receipts in Massachu- 
setts and about 15% in Connecticut, now contributes 
about 10% and 30%, respectively. 

Agriculture in general plays only a minor role in 
the economy of New England, which is, of course, 
predominantly an industrial area. Agricultural income 
constitutes only 1.6% of total income payments in 
this region, which has just 1% of the nation’s total 
farm land and 2% of its total farm population. Last 
year, the region accounted for 2.5% of total cash 
income from farm marketings. 

Since the mid-Thirties, agriculture has not fared as 
well in New England as in the rest of the country. 
Farm population in the section has fallen 38% (in 
Connecticut it fell fully 50%), while the national de- 
cline was only about 25%. In total, the area’s gains 
in agriculture over the past twenty years fall consid- 
erably behind those of other regions. 


MIDDLE ATLANTIC 


As in New England, agriculture plays a relatively 
minor role in the Middle Atlantic region. It claims 
only 6% of the national farm population, and farm 
income accounts for less than 2% of total income pay- 
ments for the area. Here, too, dairy farming predom- 
inates. However, dairy farming’s relative position has 
not declined as sharply as it did in New England. 

Eggs, cattle and calves are other major products 
in this region; and in New Jersey truck crops comprise 
practically one fifth of total cash receipts from farm- 
ing. The importance of egg production has also in- 
creased quite sharply in New Jersey. 

The Middle Atlantic region has not kept pace with 
the United States average increase in cash receipts. 
While this geographic division accounted for some 
8.5% of national cash receipts from farm marketings 
in the mid-Thirties, it represented about 6.5% in 
recent years. Total value of farm land in the New 
England and Middle Atlantic states has risen 50% and 
95%, respectively, compared to an appreciation of at 
least 150% in every other region. In both these sec- 
tions, agricultural output rose by one third, trailing 


far behind the 63% increase for the United States as a 
whole. 

The level of living of farm operators in the Middle 
Atlantic section has risen by about 50% since the 
middle Thirties, compared with about 65% for all 
regions. However, the level of living of operators in 
these three states still is about 25% above the United 
States average. 


WEST SOUTH CENTRAL 


Agriculture ranks among the major industries in 
the West South Central states—especially in Arkan- 
sas, where about a quarter of all income payments 
to individuals originate in farming. The four states 
in this region account for approximately 12% of the 
country’s cash receipts from farm marketings, with 
Texas making up more than half of the region’s total. 

For the area as a whole, cotton is the most impor- 
tant single crop. Almost one half of the nation’s 
cotton crop is grown here. Texas alone accounts for 
more than one quarter of the country’s total. In 
Oklahoma, however, wheat, cattle, and calves are 
also among the leading agricultural products, with 
wheat increasingly important. 

Besides cotton, cattle and calves are important in 
Texas, and to a lesser extent in Louisiana and Arkan- 
sas. Rice is also a major crop in Louisiana. 

The region’s farm population, and the number of 
agricultural workers, have fallen 40% and 50%, re- 
spectively, over the past two decades—a considerably 
sharper drop than for the country as a whole. A 
decline in importance of cotton and a rise in impor- 
tance of wheat, cattle and calves, where relatively 
less human labor is required, has been associated with 
the drop in farm population in the region. 


EAST SOUTH CENTRAL 


While agricultural income makes up only about 
one eighth of total income payments in this area, one 
third of the population lives on farms. Per capita 
income from farming is lower than in most other 
sections of the country. And the increase in total 
volume of farm output since the mid-Thirties was 
smaller in this region than in any other. (See chart.) 

The East South Central states receive 6.7% of 
total cash income from farm marketings, although 
they have 17.4% of total farm population. The 24% 
decline in farm population since 1935 was very close 
to the national trend. The average size of farm is 
considerably smaller than the national average. The 
section contains about 7% of farm acreage, but about 
177% of total number of farms. 

Average value of land per acre for this region is 
$81, with Kentucky having the highest average ($98) 
and Alabama the lowest ($63). In the past two 
decades, land in the East South Central section has 
appreciated at a higher rate than in the country as a 
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whole. The region’s value per acre was some 20% 
below the United States average in 1935. However, 
today it is about equal to the average. 

While the largest single portion of farm income for 
the area is produced by cotton farming, particularly 
in Tennessee, Alabama and Mississippi, its relative 
importance has significantly declined in the past 
twenty years. In Kentucky, tobacco is the leading 
farm product. 


PACIFIC 


These three states contain less than 5% of the 
total farm population, yet receive 11.4% of the na- 
tion’s cash income from farm marketings. The region 
is somewhat more diversified than most other sections 
of the country. The major agricultural items in Wash- 
ington are wheat, dairy products and apples; in Oregon 
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and California they are dairy products, cattle, calves, 
wheat, truck crops and eggs. Cotton, sheep and 
lambs are also important farm products in California. 

Cotton production in California has quintupled 
since the mid-Thirties, while it has risen only 40% for 
the country as a whole. Consequently, the proportion 
of total cotton output grown in this state has risen 
substantially—from- 3% to 10%. California has 
achieved substantial gains in cotton growth at the 
expense of some other long-standing cotton-producing 
areas, primarily because of greater mechanization and 
resulting lower costs. Unlike much of the South 
Central cotton area, California’s topography—vast 
stretches of flat land—lends itself to the use of labor- 
saving machines. 

Suimiey S. Horrman 
Division of Business Economics 


FOOD PRICES RISE 


HE CONSUMER Price Index for ten United 

States cities compiled by THz CoNFERENCE BoARD 
rose, in May, for the third consecutive month, and 
reached a new high point of 184.9 (Jan., 1939=100). 
This represents an increase of 0.7% over April when 
the index was 183.6. Mainly responsible in pushing 
the all-items index up was the 2.2% jump in food, 
although this increase was offset in part by a drop 
of 2.8% in fuel and a decrease of 1.0% in housefurnish- 


ings. Housing, clothing, and sundries remained rela- 
tively unchanged over the month. 

The all-items increase drove the purchasing value 
of the dollar (January, 1939 dollar=100 cents) to a 
new low of 54.1 cents. This was a decrease of 0.7% 
over the month (April-May), and a 3.6% decrease 
over the year. The purchasing value of the dollar in 
April was 54.5 cents, while in May, 1953, it was 56.1 
cents. 


Consumer Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1989=100 


Weighted Fuel? House- Purchasing 
Date Average of| Food furnish- | Sundries alue of 
all Kees Total | Electricity] Gas as te Douas 
MODS NEY Seo feos seas ysisi=joceus 178.4 225.0 129.1 148.4 163.9 135.3 134.5 92.0 105.4 163.1 179.3 56.1 
ARDTIC A, PRE ARRAS sar 179.7 228 .6 129.4 148.5 164.0 135.3 134.5 92.0 105.4 162.3 179.5 55.6 
MP ULY «etre Neale, aetna 181.1 931.1 130.3 148.3 163 .6 135.4 135.4 92.0 105.6 162.4 180.6 55.2 
AU PUStie otis eiele ct: aie 182.7 231.3 130.5 148.3 163.6 135.3 136 .4 92.0 106.1 161.6 186.2 54.7 
September.......... 182.9 231.4 130.9 148.6 164.1 135.5 136.6 92.0 106.1 161.7 186.2 54.7 
October. ca cjscccithes 181.6 226.3 132.8 148.6 163.7 135.8 137.0 92.0 106.1 161.8 186.5 55.1 
November.......... 181.5 295.8 133.1 148.5 163.5 185.9 137.0 92.0 106.1 162.1 186.6 55.1 
December........... 181.2 224.0 | 133.3 148.5 163.5 135.9 137.0 92.0 106.1 161.7 187.4 55.2 
Annual average...... 180.0 227 A 129.3 148 . 4 163.8 135.4 136.7 92.0 105.7 162.4 181.8 55.6 
1954 January............ 182.9 298.1 184.4 147.7 162.4 135.4 139.1 92.0 110.0 161.1 187.9 54.7 
February........... 182.5 225.8 185.3 147.7 162.2 135.5 139.2 92.0 110.0 161.3 188.7 54.8 
IMarch’.2 sa. te cice cous 182.9 225.5 135.8 148.2 162.9 135.8 139.1 92.0 109.9 160.7 190.1 54.7 
April tide stias ste. sac 183.6 227.0 136.0 147.7 163.1 134.8 138.8 93.0 110.3 159.8 190.9 54.5 
Mia yaad Seererdeve nee 184.9 231.9 136.1 147.7 162.9 134.8 134.9 93.0 110.3 158.2 190.7 54.1 
eee a a a ee ee ee ee ee 
Percentage Changes 
ee 
Apr., 1954 to May, 1954...| +0.7 +2.2 +0.1 0 -0.1 0 | 2.8 0 | 0 -1.0 —0.1 0.7 
May, 1953 to May, 1954...| +3.6 +3.1 +5.4 0.5 0.6 —0.4 +0.3 +1.1 +4.6 3.0 +6.4 -3.6 


1Rents surveyed quarterly in individual cities 


*Includes electricity and gas 


a 
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Changes in Food Prices, January to May, 1954 


% CHANGE 
A +12.8 


+17 ALL FOOD 

+0.7 MEAT, POULTRY & FISH 

+0.3 CEREALS & BAKERY 
PRODUCTS 


JAN. MAY 
1954 1954 


Source: The Conference Board 


The food index in May stood at 231.9. This was a 
2.2% increase over the previous month’s index of 
227.0. The more current figure was 3.1% above its 
year-ago equivalent—225.0. Beef prices, after declines 
in February and March, advanced slightly for the 
second straight month. Pork and pork products also 
advanced slightly for the second consecutive month in 
most of the cities surveyed. Dairy products and eggs 
continued their downward movement, begun in March 
and accelerated in April by the lowering of the parity 
price for butter. Prices for fresh fruits and vegetables 
advanced, with slight increases for bananas and apples. 
In all cities, potatoes, carrots, lettuce and onions 
soared upward. Green beans and spinach had large 
price declines over the month. Coffee continued its 
upward rise in all cities, although the changes were 
smaller than in previous months. Tea followed coffee 
upward. Other items reporting slight increases were 
prunes, dried beans, margarine, lard, and shortening. 


The housing index of 136.1 remained virtually un- 
changed in May, recording a 0.1% increase over the 
index of 136.0 in April. Its current stability is note- 
worthy when compared with the 129.1 index of last 
year and the 5.4% increase over that period. Of the 
three cities surveyed in May each reported 0.1% 
increases. 

The clothing index at 147.7 showed no change over 
the previous month. It decreased 0.5% over the 
148.4 index of May, 1953. Changes on the item level 
were varied, and in both directions, with work clothes 
reporting the most movement. 

Seasonal decreases in the price of fuels caused a 
sharp drop of 2.8% in the fuel component. The May 
index at 134.9 was at a comparable level with the year- 
before figure of 134.5. Over the month, the individual 
cities varied from no change in Birmingham, Denver, 
and Los Angeles to a decrease of 6.9% in Philadelphia. 

Housefurnishings showed the largest drop over the 
year. The May index was 158.2, while the year-earlier 
figure was 163.1, a decrease of 3.0%. The 1.0% de- 
crease since April marked the third consecutive month 
that housefurnishings prices fell. Sheets decreased in 
price in all but one of the cities surveyed, reflecting the 
promotional May White Sales. 

Sundries dipped slightly for the first decline since 
February, 1952. The May index of 190.7 represented 
a decrease of 0.1% from the April index of 190.9. This 
component, however, still showed the largest increase, 
6.4% over the year. Movement of specific items in 
the sundry component was sporadic with small in- 
creases offset by small decreases. 

The accompanying chart illustrates the divergence, 
since January, of each of the subcomponents that com- 
prise the food index. The 9.4% drop in dairy products 
and eggs offset, to a large extent, the increases in 
fruits and vegetables and other foods of lesser im- 
portance. 

James C. APICELLA 
Statistical Division 


FINANCIAL NOTES AND FOOTNOTES 


N JUNE 21, 1954, almost one year after earlier 

action of the same kind, the Board of Governors 
of the Federal Reserve System announced another 
broad reduction in member bank reserve requirements. 
A larger measure of relief was granted to banks in 
central reserve cities than to banks located elsewhere. 
When all the changes now announced are in effect 


(August 1 next) reserves in the amount of some $1.5 
billion will have been released to form the basis of 
further expansion of member bank deposits by perhaps 
as much as $9.0 billion, according to estimates of the 
Federal Reserve authorities. 


The time is approaching when business loans are due to 


expand seasonally, and the Treasury is expected to have to 
PEE OVENS 
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come into the market for large sums before the end of 
this year. Tt is in anticipation of these needs, accord- 
ing to Federal Reserve explanations, that the reduc- 
tion of reserve requirements is now made. 

In explanation of similar action last year the 
Reserve Board said that the step was “designed to 
make available the reserve funds necessary to meet 
the essential needs of the economy and to help main- 
tain stability of the dollar,’ adding that Treasury 
financing in large volume was inescapable. 

About the only significant difference—if it is signifi- 
cant—between what was said last year and the 
explanation offered this year is this: Last year, it was 
rather more than broadly hinted that further action would 
be taken if the situation appeared to warrant it; this year, 
the public is told that if money becomes too plentiful, 
appropriate action in the open market will be taken to 
sop up the excess. 

Few would question the needs of the Treasury this 
year—as there were few to raise questions about its 
needs last year—although the problem of the debt 
limit is even more acute this year than last. Business 
loans, though, failed last year to meet what appeared to 
be the expectations of the Reserve authorities, and the 
outlook is certainly not clear now. 

Last year’s developments are interesting in this 
connection. When the Reserve authorities reduced re- 
serve requirements last year—at a time when a rise in 
business loans was seasonally due—commercial, indus- 
trial and agricultural loans of weekly reporting mem- 
ber banks stood at $22.8 billion. At the end of the 
year, when they are normally at about the peak, they 
amounted to $23.4 billion, a rise of about $600 million. 

Loans made for the purpose of purchasing or carry- 
ing securities rose during the same period from $2.3 
billion to $3.1 billion, or about $800 million. 

The total of all loans by these banks moved up from 
$39.4 billion to $41.0 billion, or $1.6 billion. 

Obligations of the Federal Government owned by these 
reporting member banks rose from $29.2 billion to $32.8 
billion, or $3.6 billion. 

At the time reserve requirements were reduced, free 
reserves of all member banks amounted to about $260 
million; by the end of the year they had risen to $602 
million. 

At the beginning of the period, the longest bills 
were yielding 1.93%; they were down to 1.45% by De- 
pear imibecember sk a ht ty, a, 

What is the situation today when reserve require- 
ments are again reduced? 

Commercial, industrial and agricultural loans on 
June 16, 1954, stood at $22.0 billion, and are still de- 
clining. There is considerable difference of opinion 
about the course they are most likely to take during 
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the remainder of this year. They obviously start 
from a point $800 million lower than last year. 
Free reserves on June 16 of this year stood at $670 


million. The rate on the longest bills outstanding was 


63%, and the 3!/,'s were yielding 2.67%. 

It is generally estimated that the Treasury will have 
to find approximately $10 billion in new money be- 
tween now and January 1 next. In addition, nearly 
$25 billion of maturities must be financed during that 
period. 

The June 23 Federal Reserve statement was rather 
unusually interesting, both for what it revealed and 
for the questions it raised without providing the 
answers. For one thing, the downward movement 
in business loans seemed to confirm previous conclu- 
sions that the upward turn the week before had been 
primarily a result of temporary tax borrowing. 

The statement featured open market purchases by the 
system in the amount of $321 million which, coupled with 
a rise in member banks borrowing of some $473 million, 
took excess reserves above the billion mark. These 
changes left free reserves at the very substantial figure 
of $430 million. 

One of the more interesting features of this state- 
ment was the continued build-up of Treasury deposits 
at the Reserve banks. For a good while past it has 
appeared to be a settled policy of the authorities to 
permit these deposits to run off to almost nothing 
around tax collection dates in order to prevent any- 
thing in the nature of a squeeze in the money market. 

This time the Federal Reserve carried the ball—although 


member banks felt themselves under the necessity of 
visiting the discount window in substantial numbers. 


Will the reduction in reserve requirements this 
time bring a vigorous, extraseasonal increase in bank 
lending to business? That, of course, is the sixty-four- 
dollar question. Time will bring the answer, and when 
it does we shall have at least a part of the answer to 
the further query as to whether by a policy of “active 
ease” the Federal Reserve system has been able to 
contribute to business recovery. 


Freperick W. JONES 
Division of Business Economics 


Handbook of Standard Time Data—This handbook makes 
available detailed standard time data for establishing 
machine-shop time values. The data and techniques have 
been developed from thousands of time studies made in 
professional practice over a period of many years. The 
specific conditions have been standardized, and the stand- 
ards have been verified by conventional time studies and 
application to prove their validity. By Arthur A. Hadden 
and Victor K. Genger, The Ronald Press Company, N. Y. 
$10. 


MOST STOCKS ARE UP SHARPLY . 


Gains (or Losses) Since Septem 


Per cent changes, September, 1953-April 28, 1954 
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It began in September of last year, and by the 
end of April this year the composite index was 
up 19.8%. That seems to make it a "bull mar- 
ket." But some stocks are down by almost as 
much as the over-all average is up, and among 
those which have moved with the market there is 
wide variation in their good fortune. 


Industrials are up 22.3%, but the utilities can 


BUT SOME GROUPS ARE DOWN 


; Widely Throughout the List 


Standard and Poor's Common Stock Price Indexes 


boast of only half that gain, while the rails have 
hardly more than a quarter of it to their credit. 


But what a variation among the industrials! 
Electrical equipment manufacturers up 63%; 
rayon and acetate yarn companies down 18.2%; 
aircraft makers with a gain of 61.7%; auto- 
mobile companies, when GM is omitted, suffer- 
ing a loss of 16.1%. 
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INDIVIDUAL ISSUES SHOW WIDE VARIATION IN BEHAVIOR... 


Stocks Are Sometimes Higher, Sometimes Lower Than 
Per cent changes in dollar prices, September 15, 1953 - May 12, 1954; per cent changes 


-60 -40 =20 ie} 20 40 60 80 100 


Price in Dollars 


Allied Chemical................ Price as % of Book Value ee S— 


Price Earnings Ratio aanue 


Price in Dollars 


American Airlines thttiattewde Price as % of Book Value @tas ean en 


Price Earnings Ratio enasasa 


. Price in Dollars 
American Can. ................ ‘Blea (ad Oh tok BookcV alee pee 


Price Earnings Ratio a 


Price in Dollars 


American Radiator ........ Prien anos "ce lBcok: Valen == 
Price Earnings Ratio 2eaegeeneer 
e ° Price in Dollars 
American Smelting ........ Frlce’gu Sb of Mask. Valet 
Price Earnings Ratio SSSR SSS SSS SESS SSS SSeseee 
e Price in Doll 
American Tobacco .......... Silos de % af Bock Valeo oe 


Price Earnings Ratio SES Seen an 


Price in Dollars 


Armour and Co sapien ad cotteee ak Price as % of Book Value wee oe 
Price Earnings Ratio TTT TT ry ery ye hth 


Price in Doll 
Bethlehem Steel................ Price as % of Book Value a 
Price Earnings Ratio SEsBeusn 


Price in Dollars 


Briggs Mfg. ss Sieifsiges vs eseseease Price as % of Book Value 


Price Earnings Ratio (DATA NOT AVAILABLE) 


. . Price in Dollars 
GALT Financial elvis gihieaiaie Pitot a Price as % of Book Value = es aD 
Price Earnings Ratio senee 


Price in Dollars 


Caterpillar Tractor............ Price as % of Book Value a ae 


Price Earnings Ratio = 


Price in Dollars 
Celanese ooo... iccccceceeseess Price as % of Book Value oe oe ome oma 
Price Earnings Ratio SS ee eee eee 


Price in Dollars 
Ch rysler Bel <]~\ors iefomniafe siaeigwais «cotta Price as % of Book Value ey saves mere 
Price Earnings Ratio manne 


Price in Doll 
Eastman Kodak.................. Price as % of Book Value on oe 
Price Earnings Ratio Pee | 


Price in Dollars 


General Foods AG RRS ce ae Price as % of Book Value = 
Price Earnings Ratio a 


Price in Doll. 
General Motors Meciann reson cee Price as % of Book Value 


Price Earnings Ratio 


ae 
Price in Dolla: ns 
IPORGYOAl so fpt oe kes Price as % of Book Value = 
Price Earnings Ratio s 
. Price in Doll 
International Harvester .. price ol sive 
Price Earnings Ratio =Zsecan 
. . Price in Doll. 
International Nickel ........ Price as % of Book Value 
Price Earnings Ratio Bae 
° Price in Dollars 
International Pa per Mice Price as % of Book Value 22 SS me ee 
Price Earnings Ratio mE) ss me ee 
ty . Price in Doll. 
Johns-Manville ............... Price on 9 of Dock Value 
Price Earnings Ratio |=2eec 
Price in Dolla 
Kennecott Copper............ Price as % of Book Value cman 
Price Earnings Ratio = ome 
' 
Price in Doll. 
Loawié? ..gea.Bte ant, ad Dilee a eiee va oe 
Price Earnings Ratio 2 oa no 
Price in Dollars 
Lone Star Cement............ Price as % of Book Value = 
Price Earnings Ratio an 


May Department Stores.. price a: % of Bock Value ° 


Price Earnings Ratio en 


Note: Stocks shown are those included in Standard and Poor’s Daily Price Index of Industrial Common Stocks 
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. . . DURING PAST YEAR AND IN THE CURRENT BULL MARKET 


Last Year When Related to Book Value or Earnings 
in price-book value and price-earnings ratios, May 12, 1953 - May 12, 1954 


-60 -40 -20 ie) 20 40 60 80 
Price in Dollars een 
Monsanto ois. scsuscinesonnies Pte iveeiparn vai 
Price Earnings Ratio a 
° ° ° Price in Dollars : 
National Biscuit .............. Pricojas haf Book Value = 
Price Earnings Ratio ae 
e ° Price in Dollars : J . 
National Cash Register of Price as % of Book Value 2 ee ee 
Price Earnings Ratio SESE @S eS SS Ss 
° ° Price in Dollars 
National Dairy Products... price t,injpolars ap 
Price Earnings Ratio anus 
Price in Dollars = : 
Pullman, Inc. prs tete late] Suet laleleye!sie(alelels Price as % of Book Value oe OS a 
Price Earnings Ratio Sem me 
° Price in Dollars 
Radio Corp. np O RE Roast ea sh a6 Price as'% of Book Value 
Price Earnings Ratio 
Price in Dollars 
Reynolds Tobacco............ ee 
Price Earnings Ratio SE eae 
Price in Dollars 
St. Joseph Lead solatardle:s\ahelcistechiore Price as % of Book Value om 
Price Earnings Ratio ee ee 
. Price in Dollars 
Schenley Industries............ Paitoana teh bo Wy aee ae 
Price Earnings Ratio 2 oe es ee 
Price in Dollars 
Sears, Roebuck neato teaetagees Price as % of Book Value 
Price Earnings Ratio m= aoe 
Price in Dollars SETI 2 SETS 
Standard Brands................ Price as % of Book Value =p 
Price Earnings Ratio = om 
° ° ° Price in Dollars 
Standard Oil of California Price pe % of Book Value a 
Price Earnings Ratio mos 
° Price in Dollars PED SER 
Standard Oil (N. J.) sa vaeecene Price as % of Book Value z Em 
Price Earnings Ratio = wee 
Price in Dollars 
erPaistevens is. cst... Pius renee : 
Price Earnings Ratio sug 
Price in Dollars RPT OER] 
Texas Company ieee a ie ea Price as % of Book Value Pa GS Se 
Price Earnings Ratio DS ss es 
© Price in Doll Seer 
Twentieth Century-Fox. Si Price as % of Book Value Ce EWR ES 
Price Earnings Ratio a om 
Price in Dollars “ 
Underwood Corp. te eeeeeeeees Price as % of Book Value ee Ee ES ee (171.9) 
Price Earnings Ratio Sy’ 4 
° ~ Price in Dollars - 
Union Carbide.................. “gay ar ae et os oe 
Price Earnings Ratio ee 
° ° Price in Dollars @ : 
United Aircraft................ Price as % of Book Value ee en ee ee 
Price Earnings Ratio SEZ ean mem 
Price in Dollars re Pa 
OSs Gypsurticncisseosiad shines eis oy lec 
Price Earnings Ratio OS a ee 
Price in Dollars 
U. S. Rubber Bb sndonoont Onn Be IBeeed Price as % of Book Value 5 
Price Earnings Ratio 
Price in Dollars 
U. S. Steel Mremeatiasler pisces Price as % of Book Value = 
Price Earnings Ratio Sang eae 
° ° Price in Dollars 
Westinghouse Air Brake... price as % of Book Value . 
Price Earnings Ratio 
° ° Price in Dollars - ee 
Westinghouse Electric sci Price 2 % of Book Value CD 0 ee ee 
Price Earnings Ratio Se Se SS ws ses 
Price in Dollars 
Woolworth tas sie eeie ete rercisese se Price as % of Book Value ae 
Price Earnings Ratio @o 


Sources: Moody’s; Standard and Poor’s; ‘“The New York Times;’” The Conference Board 
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Executives Say: 


SUPERIOR PRODUCT SERVICE BUILDS SALES 


as a competitive weapon by most of the 162 

manufacturing companies participating in this 
month’s survey of business practices. At least three 
out of four of the cooperating companies now extend 
some form of postsale product service to their 
customers, and many of them are reviewing and 
expanding their service with a view to improved 
coverage and greater customer satisfaction. The com- 
ment of one chemical company sums up the situation 
for many others: 


| Bees servicing is being given new emphasis 


“Our products are almost all highly competitive items. 
Good service of all types, including technical service, is an 
important help in convincing a user he should buy from 
us rather than from a competitor.” 


Product service is most prevalent and most ex- 
tensive, of course, in industries producing highly- 
fabricated items such as machine tools, machinery, 
electrical appliances and equipment, and office equip- 
ment. Producers of such durable items know that 
continued customer satisfaction depends on the 
availability of reliable maintenance and repair service 
for the life of the product—often thirty to forty years. 
Basic commodities, such as chemicals, paper and 
steel require no repairs and no spare parts, but com- 
panies in these industries have found that superior 
technical service, in the proper use and application 
of their products, and their adaptation to special 
customer needs, pays dividends in increased sales and 
customer good will. 


PRODUCT SERVICES OFFERED 


Replacement or free repair of defective products is 
one form of after-the-sale responsibility accepted by 
virtually all the reporting companies. Whether or not 
a formal guarantee is made, manufacturers are gen- 
erally ready to investigate and take care of customer 
complaints based on inferior material, workmanship, 
or improper mechanical functioning of their products. 
Unless the fault is clearly due to accident or to cus- 
tomer neglect, this is done without charge. 


Voluntary Extension of Guaranty Service 


A few companies cooperating in this survey state 
that they adhere strictly to the terms of their guaranty 
contracts, which normally specify a time limit for 


company liability on repair and maintenance costs. 
Most companies, however, favor voluntary extension 
of service privileges beyond the guaranty period if 
there is any suggestion of company fault. Others 
adopt a lenient policy of extended service on an 
optional basis for all customers, even though they are 
unwilling to liberalize their standard guaranty con- 
tracts. One engine manufacturer explains his attitude 
toward extended guaranty service as follows: 


“Competitive conditions are requiring us to accept 
warranty clauses which are much more stringent than ever 
before. . . . Continued success in furnishing equipment 
such as ours depends upon its proper operation for many 
years. We are as anxious to have this good operation con- 
tinue as the customer, so that we do quite often go beyond 
our guaranty period in satisfying the customer. However, 
we prefer to have this a matter of our decision rather than 
a matter of legal requirement.” 


Other Forms of Product Service 


Other forms of postsale customer service reported 
by the cooperating companies fall within the following 
general categories: 


1. Postguaranty repair and maintenance services; 

. Replacement parts service; 

. Periodic field inspection and adjustment service; 

. Layout and installation of equipment; 

. Instruction and training of operators and dealers; 

. Technical and engineering advice and consultation; 

. Guidance on application and use, and adaptation of 
products to customer needs. 


As suggested above, the incidence of these various 
types of product servicing differs greatly from industry 
to industry. Perhaps the most frequent, and certainly 
the oldest and most organized forms of product service 
offered by the reporting manufacturers are regular 
repair and maintenance of their products, and the 


supplying of replacement parts or components for 
them. 


“1 om Or m OOO 


REPAIR AND MAINTENANCE SERVICES 


Postguaranty repair and maintenance services on 
heavy machinery, and other industrial equipment 
which represents a major capital investment for the 
purchaser, is provided in most instances by company 
personnel. It is not infrequently a “cradle to the 
grave” type of service--extending from installation 
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to ultimate scrapping of the equipment—and is in 
many cases extended on a no-charge basis, except for 
major overhauls and necessary new parts. 

Complicated products sold by engineer-salesmen or 
factory-trained personnel are often serviced by them 
in connection with their regular sales calls. Emergency 
repairs and unusual operating or maintenance prob- 
lems beyond their abilities are handled by company 
service engineers or specially-trained “trouble shoot- 
ers. 

Some companies confine their postguaranty repairs 
and maintenance service to such trouble-shooting and 
special problems, and expect ordinary repair and 
maintenance to be carried out by the customer’s own 
maintenance engineers—after an initial period of 
operation and maintenance instruction by company 
personnel. 

Other cooperators have sought to limit their free 
service liability by offering customers a maintenance 
contract, for a fixed annual fee, covering all repairs 
over the period, or a less expensive inspection contract 
under which repairs are made as needed, and billed 
individually. 

Still other companies adopt a policy of discretionary 
charges for postguaranty repair services, and allocate 
costs according to the circumstances in each case. 
Repairs undertaken at the request of the customer 
are sometimes charged on a per diem basis, plus ex- 
penses for travel and living expenses of service 
personnel; or costs are shared by the company and 
the customer according to an administrative deter- 
mination of liability or fault. 

A liberal free service policy, even when the customer 
or his operator is clearly at fault, is deemed expedient 
by many. One manufacturer writes as follows: 


“Practically every builder of machine tools has more or 
less the same complaints—usually on account of a lack of 
knowledge, carelessness or indifference on the part of the 
machine operator in the customer’s plant. . . . We have 
several service men on the road constantly going here, there 
and yonder to satisfy these complaints. . . . It is almost 
necessary to furnish this service to keep customers satisfied, 
because, as a rule, the head of a company and the purchas- 
ing agent do not themselves investigate the cause of the 
complaint, usually taking a foreman’s word for it, and many 
of them are just as careless as the operator. . . . But we 
consider it very important to take good care of our custom- 
ers even in the face of considerable injustice.” 


Service through Distributors and Dealers 


The replies from survey participants indicate that 
repairs and maintenance of heavy machinery and 
other fixed equipment, custom-built installations or 
specially-designed products, are almost always per- 
formed by the manufacturing company’s own person- 
nel, in cooperation with the regular engineers and 
maintenance crews of his customers. But in the case 
of smaller equipment, and other products widely sold 
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to consumers through company branches or outside 
distributors, manufacturers shift part or all of the 
routine repair and maintenance functions to distrib- 
utors and dealers, or to their own field offices. 

Producers of electrical appliances, office equipment, 
and certain automotive equipment, for example, pro- 
vide a network of service stations readily accessible to 
customers in every sales area. Free repair and main- 
tenance service beyond the guaranty period is rarely 
provided on such products. The manufacturer is, 
nevertheless, actively concerned with the quality, 
convenience, and cost of maintenance and repair 
services available to purchasers of the products. 

Comprehensive repair and maintenance services 
carried on through dealer channels are described by 
several cooperators who provide extensive supporting 
service in the form of free technical and trouble-shoot- 
ing assistance, dealer training and instruction courses, 
and standard operating and service manuals. 

One automotive equipment company has, in the 
past, performed all customer service at the factory, 
but plans to introduce a program under which “dis- 
tributors will be trained by factory representatives, 
and will be reimbursed by us for any repairs they 
perform during the warranty period. A list of sug- 
gested repair charges will be provided in an effort to 
obtain uniform charges for comparable service per- 
formed.” 

An industrial machinery company finds that: 


“Education and service training of distributor personnel, 
and the operators of our equipment, are a basic and neces- 
sary part of our service program. To this end, a service 
school is maintained at the factory which all distributor 
personnel are entitled to attend. In addition, a mobile 
service training unit is operated by the company, and 
scheduled on a rotation basis at the request of the dis- 
tributors, for the training of the operating and maintenance 
personnel of their customers. Both of these service train- 
ing methods are provided by the company free of charge, 
with the aim of improving the service available on our 
equipment and of training the people facing service prob- 
lems on our equipment to handle the trouble themselves.” 


STOCKING REPLACEMENT PARTS 


Approximately half of the survey companies pro- 
duce machinery or other equipment for which repair 
parts or components must be supplied—in case of 
breakdowns or for normal maintenance over the years. 
Most of these companies look upon this as an indis- 
pensable form of postsale service, and express pride 
in being able to supply parts for any piece of equip- 
ment ever sold, regardless of its age or state of obso- 
lescence. The typical attitude seems to be: “If we 
don’t have it in stock, we can make it.” 

One company writes: “There are no orphans in our 
line.” Another, “Our claim is that we can supply 
practically any part of any model we have ever made.” 

Although the normal period of time for stocking 
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parts or discontinued items varies widely from indus- 
try to industry, three rules of thumb seem to govern 
most companies: (1) experience; (2) the expected life 
of the product; and (3) the continuance of any ap- 
preciable demand for the part. 

A number of cooperators state that they stock parts 
“indefinitely,” and cite instances of twenty-, thirty- 
or forty-year-old models still being serviced by the 
company. Others report a fixed minimum period for 
stocking parts—such as “ten years from date of manu- 
facture” or “at least five years’—but state that parts 
are, in fact, normally available for longer periods. 

One industrial machinery manufacturer keeps parts 
on a stock basis for a minimum of ten years, but will 
make any obsolete part to order. Such special-order 
service is offered by most machine tool and industrial 
equipment producers, sometimes at a 10% mark-up 
or other supplemental charge. 

Some companies say they make little or no effort 
to stock parts for obsolete models, and a few carry no 
stock of replacement parts even for current models. 
These companies, most numerous in the machine tool 
and industrial machinery industries, do retain draw- 
ings and patterns of their products, and will manu- 
facture the needed part to order. 

A few companies will attempt to locate and canni- 
balize other old models to obtain replacement parts 
no longer carried in stock. 

Producers of components incorporated into larger 
equipment face a particularly difficult problem in 
stocking parts for discontinued models. As one auto- 
motive equipment manufacturer explains: 


“Many of our customers have made it a policy to service 
their large construction equipment items for fifteen or 
twenty years, and require that we follow the same policy. 
We try to minimize this problem by developing modernized 
replacement models, but have not been entirely successful 
in doing this.” 


Another manufacturer in the same industry reports 
a much simpler parts inventory problem, because the 
product is short-lived and expendable: 


“In most cases obsolescence is eliminated through the 
interchangeability of new parts and/or assemblies. Nor- 
mally our product is worn out within a three-year period, 
which is the guiding factor for retaining parts and/or 
assemblies after a model has been withdrawn from the 
market.” 


An electrical machinery company stocks its larger 
items indefinitely, and its smaller parts in line with 
forecasts based on normal length of service and past 
experience. 

Very few companies report a formula method for 
guiding their inventory practice on replacement parts. 
However, one heating and plumbing company retains 
all parts in inventory for a ten-year minimum. After 
that time it averages the number of requests or orders 


over the preceding three-year period, and when the 
average drops to less than five parts per year, discon- 
tinues the part. 


SERVICE DEPARTMENT LOCATION 


At least two of every three companies extending 
product service to their customers have linked these 
activities to the sales organization, either as part of 
the regular duties of salesmen, or as a separate unit 
operating under the direction of the sales manager or 
a senior executive officer in charge of sales. 

Even when primary responsibility for actual service 
operations is assigned elsewhere in the company, the 
sales department is often given policy control, or is 
the channel through which service calls are scheduled 
and approved, and technical information and guidance 
disseminated to customers. 

Separate service organizations, coordinate with 
other divisions of the company, are reported by several 
participants in the survey. In some instances, such 
organizations are operating divisions of the company, 
and account for a significant portion of company 
income. 

Locating the technical service unit within the 
engineering or production departments is fairly com- 
mon in the machinery and heavy equipment fields. 

The research and development, new product devel- 
opment, quality control, or technical departments are 
often made responsible for product service in chemical, 
petroleum, paper, and steel companies. Such tech- 
nical service is usually company-initiated, is a rela- 
tively new activity and not so closely linked to day- 
by-day sales operations. 

In many companies, two or more departments share 
responsibility for product-service activities. Personnel 
from the production or technical division, for example, 
are assigned to do the actual work under supervision 
and control of the sales department. Such cooperative 
arrangements are usually administered by the director 
of product service, if the company has a separate unit, 
or may be subject to review by a top executive. 

One example of dispersed product-service respon- 
sibility centering in a technical service unit is de- 
scribed as follows by a chemical company: 


“Product service is disseminated through our sales people, 
our advertising department, technical service personnel, and 
our distributors. Though it is handled by many people 
throughout our company, the service made available origi- 
nates largely with the technical service department, a part 
of the research and development division. Inthis depart- 
ment, product performance is studied, new products are 
evaluated, and the data developed through this work passed 
along to those who directly or indirectly contact our 
customers.” 


PRODUCT SERVICE—DIRECT SALES AID 


Most of the reporting companies look upon their 
product service as a definite aid to sales, and con- 
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sciously stress it in their sales promotion activities. 
Only two or three companies that offer product service 
say definitely that they do not use it as a means of 
promoting sales. 

Some companies feel that their products’ reputation 
for quality and performance makes unnecessary any 
explicit reference to product service in their adver- 
tising and sales promotion. Others find it desirable 
to feature their product service in all promotional 
material, and in every sales talk with prospective 
customers. 

While most companies appear content to exploit 
their reputation for superior product service only as 
a “plus” value of their products, others have devised 
ways to use their customer service contacts as a direct 
sales aid. As several cooperators point out, frequent 
service contacts provide ready access to customer 
plants, end a knowledge of current operating practice 
that is very useful in pushing sales. This machinery 
manufacturer adds: 


“By virtue of the intimate relationship between our 
representative and the user, we are kept abreast of develop- 
ments’in the manufacturing practices in the consumer’s 
plant. This invariably provides other outlets for additional 
equipment.” 


Other typical comments on the effectiveness of 
product service as a direct sales aid are these, from 
companies in other industry groups: 


“Product service is definitely a means of promoting sales, 
not only because of a higher quality product from the 
machines as a result of specialized and expert service, but 
also because we generally know as soon as the customer, 
and sometimes before, when a machine requires replace- 
ment.” —(Industrial machinery) 


* & 


“The customers actually using our type of equipment 
often have authority to initiate requests for additional 
units, or recommend purchase of new products we may 
add to our line. By insuring on-the-job performance of 
their present equipment, we simplify selling of additional 
units, as well as new products.” —(Railroad equipment) 


*e# & 


“Product service is frequently utilized for promoting 
sales at the retail level by the service representative. He 
has an opportunity to determine the age and condition of 
other appliances in the household he is visiting, and can 
report this to the sales department for follow-up. In many 
instances before a major repair is undertaken on an existing 
appliance . . . it is reported for follow-up by the sales 
department.”—(Electrical appliances and equipment) 


One company utilizes its complaint service to pro- 
mote future sales: 


“Tt is our experience that a great many complaints can 
be turned into assets if correctly handled, since they offer 
opportunities of contacting important customer personnel, 
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thus selling the customer on continued interest in our 
product.” —(Industrial machinery) 


Finally, this statement by an office equipment 
company of how it uses product service to boost 
sales sums up the practice in many other companies 
as well: 


“We render prompt service to eliminate down time, 
render courteous service to create customer good will, 
make use of service to keep close contact with our users, 
and have close cooperation between servicemen and sales- 
men so that the sales department is always aware of ma- 
chinery which the serviceman feels is beyond economical 
repair.” 


SERVICE CHARGES AND COSTS 


Most of the participating companies make a con- 
scious effort to limit product-service costs so that they 
are not a burden on profits, but make a net contribu- 
tion to company income either through increased 
sales, or as profitable service accounts. 

The emphasis on cost control, and the methods 
adopted, vary considerably from company to com- 
pany. This is due in part, of course, to differences in 
service-charge practices and the relative importance 
of product service rendered to customers on a no- 
charge basis. It can be explained also by differences 
in the size and kind of service organization, and 
whether it functions separately or as a staff group. 


Problems of Allocating Costs 


Major problems in segregating and estimating 
costs of product service are cited by the majority 
of companies as explanation for not budgeting or 
allocating product-service costs, and for relying on 
executive judgment to see that adequate service is 
rendered without impairment of profits. Others 
observe that the effects of good or bad product 
service may not become apparent for several years, 
thus complicating the task of balancing even known 
costs against values received. 

A chemical company observes: 


“Technical service is somewhat analogous to advertising, 
in that it is impossible to calculate the optimum degree of 
effort, or to evaluate precisely the effect of effort already 
expended. The only reliable yardstick appears to be 
experience.” 


Estimated Costs 


Only one in four of the cooperating companies give 
a quantitative estimate of their outlays for product- 
service activities. These cost estimates, expressed 
generally as a percentage of sales, with few exceptions 
fall between .1% and 3%. Of the companies giving 
such estimates, two out of three report product-serv- 
ice outlays amounting to 1% or less of sales. But 
company figures are not really comparable, because 
they refer variously to free service under warranty 
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contracts, to a combination of free service and service 
billings, direct service costs exclusive of certain over- 
head expenses, and other rough approximations of 
the outlays for some or all of the product-service 
activities of respondent companies. 


Methods of Control 


To insure that customer service costs are kept 
within reasonable limits, the companies surveyed use 
a variety of control measures including: 


1. Budgeting or allocating outlays. 

2. Executive supervision. 

3. Periodic review of service cost records. 

4. Advance approval of service outlays above specified 
amounts. 

5. Maintenance of separate financial records on free and 
charged services. 

6. Allocating responsibility for service costs incurred to the 
departments involved. 

7. Control of warranty terms. 

8. Control over service personnel payroll and assignments. 

9. Check-up service on complaints or repair calls, and 
follow-up to identify and correct flaws in quality, 
design, ete. 


Budgeting Practices 


Only about one in four of the companies extending 
product service to their customers try to budget these 
costs, and fewer still include them as an item distinct 
from other forms of selling expense or sales promotion. 

Many companies prefer to absorb the costs in 
general overhead, or to combine them with the budget 
of the department primarily responsible for extending 
product service—usually sales. 

A few companies say they allocate the anticipated 
costs among two or more cooperating departments. 
Some limit budgetary control to the salaries of per- 
sonnel assigned to product-service functions. In sev- 
eral instances, product service is a flexible item in a 
combined sales expense, advertising and sales pro- 
motion budget. 

Budgeting is relatively more common in companies 
that issue warranty contracts on which service costs 
can be calculated on the basis of past and anticipated 
sales, and past record of servicing costs per warranty. 

In a few companies, fixed amounts for free service 
are assigned to each plant or sales area. One company 
sets up such free service allowances by correlating the 
type of product, the sales volume, and business condi- 
tions in the fields serviced. 


Supervisory Controls 


Periodic review of product-service activities and 
cost records by supervisory executives, spot checks of 
service accounts, and other forms of management 
control are reported by several cooperating companies. 

One company, which derives an important share of 
its income from product-servicing charges, controls 


expenditures “by close comparisons of branch office 
income and expenditure ratios with past performance, 
with other offices, as well as with the over-all company 
ratio.” Ose. 

A number of companies report that they maintain 
separate accounts for free and billed service, and try 
to keep at least a break-even relationship between 
the two. By booking free as well as paid service 
against individual accounts, one company protects 
itself against potential abuse of service privileges. 
Equitable allocation of costs between company and 
customer accounts is a control method applied by 
other companies. Authorization of various levels of 
outlay at progressively higher management levels is 
a device used by another cooperator. Free service up 
to $100 may be authorized by sales department heads 
and by district sales managers; free service between 
$100 and $500 must be approved by the general sales 
manager; free service over $500 must be approved by 
the executive committee. 


Follow-up and Correction of Faults 


Treatment of product-service costs as a charge 
against the production, technical or quality control 
unit, rather than as a part of sales promotion or gen- 
eral overhead, is an approach used by several com- 
panies. This practice emphasizes the causes of ex- 
cessive product service and assigns responsibility for 
follow-up correction of faults, and reduction in future 
costs. 

Two companies that rely on vigorous follow-up 
action to eliminate complaints and minimize after- 
service costs emphasize the benefits to customer sat- 
isfaction obtained by this control method, as compared 
with restrictive controls over service outlays: 


““As far as possible, optimum product service is rendered 
to our customers, and the control of costs is largely a 
matter of obtaining the facts and doing something about 
preventing the losses in the future. Complaints and cus- 
tomer irritations arising out of the sale and usage of the 
products are carefully screened, and the causes of the irri- 
tation are referred to the proper individuals or departments 
so that procedures and corrections may be established to 
prevent them in the future.” —(Industrial machinery) 


“We have but one objective, and that is to bring the 
product design up to a point where it is satisfactory to 
users. Sometimes in a new product the warranty or replace- 
ment cost is high, but there is no budget on this expense. 
If it does run high, it simply acts as a spur on our engineer- 
ing and manufacturing people to correct the weaknesses. 
We do not look upon this as a percentage of cost of sales, 
but rather a normal cost in the over-all manufacture, sale, 
and perfection of our machines.”—(Industrial machinery) 
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CANADA COUNTS 


ETWEEN 1953 and 1954, Canada, like the United 
States, has been confronted by increased levels 
of unemployment. While the Canadian Government 
is at least as prolific as the United States in providing 
statistics on unemployment, the actual number of 
unemployed is the subject of energetic debate in the 
Canadian press and Parliament. As in this country, 
the dispute is occasioned not by any dearth of figures 
but by an abundance. 

¢ The Dominion Bureau of Statistics’ monthly sur- 
vey of the civilian labor force showed 303,000 persons 
without jobs and seeking work in the week ending 
April 17, an increase of 138,000 (84%) over April, 
1953. 

eThe Unemployment Insurance Commission re- 
ported 375,000 persons receiving benefits during the 
last week in April, an increase of 179,000 (91%) over 
April, 1953. 

e The National Employment Service counted 549,- 
000 applicants for jobs at mid-April, an increase of 
176,000 (47%) over the same time a year ago. 

The differences among these sets of statistics 
prompted a leading journal to write: 


‘Nobody knows how much real unemployment there is 
in Canada. 

“One set of official figures [N.E.S. applications as of 
mid-March] shows 570,000 Canadians unemployed at the 
peak this spring, a full third more than the previous post- 
war record in 1950. Another set [Labor Force Survey], 
equally official, shows little more than half that many out 
of work. According to it, 1954 and 1950 reached approxi- 
mately the same unemployment high, not much above 
300,000. 

“One official figure indicates unemployment this year was 
42% worse than last year. The other shows a rise over 
1953 of 74%... .”} 


And in a House of Commons debate on unemploy- 
ment: 


“As I said, there has been considerable doubt as to the 
number. The [Labor] minister’s department contends 
‘that it is around 300,000. The heads of the labor unions 
claim that it is over 500,000, and we have had figures even 
higher than that... . ”? 


While both the volume of “unemployment” and the 
increase in “unemployment” are at odds in the figures 


1Maclean’s Magazine, May 15, 1954. 
2Mr. A. J. Brooks, M. P., Hansard, Feb. 23, 1954, p. 2356. 
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cited above, the statistics are in reality neither con- 
tradictory nor especially ambiguous. The three meas- 
ures of unemployment—the labor force without jobs 
and seeking work, unemployment insurance claimants, 
and job applicants—are shown in the accompanying 
chart for the postwar years. Differences in their levels 
are persistent and discrepancies in their movements 
from month to month appear frequently. On the 
other hand, they each trace out the same broad sea- 
sonal swings, and highlight the same periods of 
unusually severe or low unemployment. Even the 
differences in level and discrepancies in movement 
can be largely explained in terms of definition and 
administrative procedure. Considered against a back- 
ground of the concepts underlying each, and the 
methods by which each is compiled, the seemingly 
inconsistent figures throw considerable light on unem- 
ployment trends. 

Canadian statistics on unemployment are, to a 
considerable degree, similar to those of the United 
States! (this is also true of the debates they provoke). 
There are, however, interesting differences, reflecting 
in part differences in the nature of the unemployment 
problems of the two countries, and in part differences 


1For some definitions of the various statistics on employment and 
unemployment in the United States, see “Three Perspectives on 
Employment,” The Business Record, April, 1954, p. 170. 
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in the evolution of compiling agencies and their func- 
tions. 


LABOR FORCE CHARACTERISTICS 


The labor force characteristics of Canada’s civilian, 
noninstitutional population, fourteen years of age and 
over, are determined by the Dominion Bureau of 
Statistics in much the same way as it is done by the 
Census Bureau in the United States—through periodic 
survey of a sample of households. About 30,000 house- 
holds distributed among 110 separate areas are inter- 
viewed to provide estimates of labor force participa- 
tion rates and employment status. “Persons with 
jobs” include those who did any work for pay or profit 
or who did unpaid work on the farm or in the business 
of a relative during the survey week, and those who 
had jobs but did not work because of illness, bad 
weather, vacation, industrial dispute, or temporary 
layoff (with definite instructions to return to work 
within thirty days of the time of being laid off). “Per- 
sons without jobs and seeking work” include those 
who did no work in the survey week and who were 
looking for work. 

These definitions of employment and unemploy- 
ment match those of the United States Census Bu- 
reau’s labor force surveys, except that the DBS 
includes among the unemployed, persons temporarily 
away from their jobs (e.g., laid off) who are seeking 
other work. 

The DBS labor force surveys have been conduct- 
ed quarterly from November, 1945, to November, 
1952, and monthly thereafter. Its figures show the 
civilian population increasing at a fairly constant rate 
of about 200,000 per year since the war. The labor 


force has also increased without interruption, although 
far less evenly. The average annual increase in the 
labor force has been 80,000, but was as low as 5,000 
in 1950 (when Canada experienced a sharp rise in 
unemployment, reaching 303,000 in March of that 
year) and as great as 128,000 in 1951. 


DISCONTINUOUS DATA 


Unfortunately, there are discontinuities in each of 
Canada’s “unemployment” series during 1950, making 
it difficult to use the experience of the 1949-1950 
winter as a benchmark against which to measure the 
severity of current trends. In the case of its labor 
force surveys, Newfoundland was included beginning 
with November, 1949, (and Manitoba omitted in 
June, 1950, due to flood conditions) so that year-to- 
year comparisons involving the November, 1949- 
August, 1950, surveys are distorted. 

Nevertheless, the events of 1950 suggest that the 
current DBS unemployment figures (which turned 
upward noticeably in November, 1953, and have been 
rising since) understate the extent of the deficiency 
in employment. Between the 1952 and 1953 February 
surveys, the civilian population grew by 221,000 and 
the labor force increased by 80,000, an increment of 
thirty-six in the labor force for each 100 in the popu- 
lation. Between the 1953 and 1954 February surveys, 
the population increased 159,000 and the labor force 
increased only 36,000, an increment of only twenty- 
three per 100. By April, the increment was down to 
ten per 100, and the DBS noted that the spring 
pickup in employment was at a somewhat slower 
pace than is usual for the month, the decline in unem- 
ployment was less than a year ago, and the usual 
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seasonal increase in the labor force was also consider- 
ably less because of the lower labor requirements. 


UNEMPLOYMENT INSURANCE CLAIMS 


The operation of Canada’s unemployment insurance 
program provides a second set of statistics, each 
month, on the number of initial claimants and the 
total number of persons receiving benefits. These 
Canadian unemployment insurance statistics differ 
from those of the United States in at least one impor- 
tant respect. Since March, 1950, the Canadian pro- 
gram has provided supplementary insurance benefits 
during the winter months (January 1 to March 31) 
to seasonal workers, who may have exhausted their 
benefits or who may not have built up sufficient con- 
tributions to qualify for regular insurance. Supple- 
mentary benefits amounting to 80% of normal bene- 
fits were extended to workers who had as little as 
ninety days work within the previous twelve months. 

The winter of 1949-1950 had been marked by a dis- 
tressing combination of cyclical and seasonal unem- 
ployment. In 1949, Canada felt the impact of United 
States and British recession, and experienced the 
throes of rather heavy inventory liquidation. Manufac- 
turing employment turned down, augmenting the 
seasonal displacement of workers from logging, con- 


struction, transportation, and agriculture. The result | 


was a sharp rise in unemployment, which was reflected 
in the labor force statistics. The number of persons re- 
ceiving benefits, however, lagged behind the labor 
force figures (see chart), since the 1950 amendment 
to the Unemployment Insurance Act referred to above 
had not yet taken effect. 

Somewhat the same combination of circumstances 
was at work this past winter, and in this instance its 
full impact was reflected in the unemployment insur- 
ance figures. Last October, the number of claimants 
rose 26,000 to a total of 119,000, (The September- 
October, 1952, increase was only 5,000.) Unemploy- 
ment has risen almost without interruption since then, 
and the most recent figures show a continuation of 
the rising curve of unemployment into the spring. The 
March-April increase in the number of beneficiaries 
was distinctly contra-seasonal; the 109,000 initial 
claims during April set a postwar high for that month; 

_and the total number of claimants reached 375,000, 
almost twice as many as in any April since the war. 


NES REGISTRATIONS 


The number of applications for employment at the 
offices of the National Employment Service provides 
still a third measure of unemployment in Canada. The 
difficulties involved in compiling a meaningful count 
of applicants at employment service offices has pre- 
cluded the development of comparable data for the 
United States. The NES, however, does attempt to 


1Daily Bulletin, May 19, 1954. 
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exclude from its enumeration those persons known to 
be already employed, those registered at more than one 
office, and those who will not become available for 
employment until some future date. Two categories 
of unemployment insurance claimants are also ex- 
cluded. Persons subject to temporary mass layoff, 
who will be returning to work for the same employer, 
are not registered until fifteen days after the layoff. 
Persons working less than a full week, and claiming 
“short-time” benefits, are not registered unless they 
specifically request it. 

Despite attempts to limit the count of job appli- 
cants to those who are at once unemployed and seek- 
ing work, the NES figures are relatively remote, 
both conceptually and by administrative practice, 
from those derived from labor force surveys or unem- 
ployment insurance operations. Conceptually, regis- 
tration for employment does not require that job 
holding and job seeking be mutually exclusive. And 
administratively, it is apparently impossible to elim- 
inate from the rolls applicants who may have already 
found employment without advising the employment 
office. 

Despite the inadequacy of job application statistics 
as a measure of the level of unemployment, they do 
reflect changes in month-to-month employment oppor- 
tunities. (Between April, 1953, and April, 1954, the 
number of job applicants increased 176,000; the num- 
ber of unemployment insurance claimants, 179,000; 
and the number of unemployed, as defined in the labor 
force surveys, 138,000.) They can also be useful in 
setting outside limits on the volume of unemployment, 
including part-time, temporary, seasonal, and occa- 
sional workers, in contrast to the labor force surveys’ 
comparatively restricted definition of the unemployed. 
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America: Miracle at Work—A graphic showcase of prize- 
winning public service advertisements, based on the first 
annual Saturday Review Awards for Distinguished Ad- 
vertising in the Public Interest. It is enhanced by discus- 
sion of the why and how of public service campaigns. One 
highlight of this volume is an unusually penetrating com- 
mentary by Louis Redmond of the McCann-Erickson copy 
staff on “good writing.” Edited by William D. Patterson, 
Prentice-Hall, New York, 1953. $7.50 


Marketing Research and Management—Describes what 
marketing research is, what it does, and where it should be 
located in a business organization. The first part defines 
the scope of marketing research; the second outlines the 
general procedure in marketing research studies, the third 
discusses techniques; and the fourth considers the relation- 
ship of marketing research to management and the appli- 
cation of management to this particular field. By A. D. 
Trvine, Macdonald & Evans, Ltd., London, 1954, 30 s. 


GOVERNMENT CREDIT FOR SMALL FIRMS 


it needs? That long-standing question (with 

just about as many facets as there are small 
businessmen) is still seeking a straightforward answer. 
With tapering off of defense spending and the built-in 
financial aids it provided, the recent easing in business 
activity and the current liquidation of the Reconstruc- 
tion Finance Corporation, the question has again come 
sharply into focus. 

There are, roughly, at least two fairly well-de- 
fined schools of thought about the financial needs 
of small business. On the one hand, there is the con- 
viction that all legitimate financial needs of small 
business are normally satisfied by private sources. 
This position usually has the corollary that extending 
funds, in addition to those provided by the “market 
place” of private lending institutions, is not a legiti- 
mate and proper function of government. On the other 
hand, there is the feeling that public funds, “properly” 
extended to small business, would both satisfy an 
unfulfilled need of many years standing for certain 
types of funds and, further, that such assistance—ex- 
tended to small borrowers not meeting private lending 
standards—would both stimulate expansion and 
encourage new undertakings, thereby benefiting the 
entire economy. In between and beyond, of course, 
are many gradations of opinion and a variety of 
panaceas. 

Long ago, in fact, for all practical purposes the issue 
ceased to be that of aid or no aid to small business. 
In a variety of legislative actions, Congress has estab- 
lished a national policy of aiding small business. The 
practical problem remains—and rears its head virtu- 
ally every year—of how far to go and how to insure, 
aid, and promote the economic vigor of the small 
business sector. Or, at what cost should government 
further the fortunes of the small businessman? 

The Federal Government’s role in financing small 
business was last probed extensively in 1953 when 
Congress set about terminating the multifarious career 
of the RFC, long a principal source of taxpayers’ 
dollars for small enterprises. At that time, another 
new agency was created in the interest of small busi- 
ness. The Small Business Administration, as it was 
called, was made successor both to the RFC, in so far 
as the latter’s small loan programs were concerned, 
and to the Small Defense Plants Administration, an 
agency devoted to aiding and promoting the utiliza- 
tion of smaller firms in the defense program. 

Though precise knowledge of the extent to which 
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either the old RFC or the new SBA satisfied the de- 
mand for financing small business not met by private 
funds is limited, some of the ramifications of the pass- 
ing of the old and the beginnings of the new are dis- 
cernible. 


I. THE SMALL BUSINESS LOAN 


Any exhaustive consideration of small business 
loans, whether private or public, is confounded by the 
conundrums “what is small business,” or “how small 
is small?” Without precise definitions, little can be 
said in general about all small business. The meaning 
of “small” varies with each user of the term, and, 
consequently, a heterogeneous variety of definitions 
have been used in the past—almost as many, in fact, 
as there have been studies. 

Depending upon the particular purposes at hand, 
most classifications set up criteria which vary between 
industries and rely upon distinctions based upon one 
or more of the following factors: number of employ- 
ees, volume of sales, income, various asset or net 
worth concepts, or position in the industry. For other 
purposes, more involved definitions have been con- 
structed on the basis of selected characteristics of 
organization and operation, including the relationship 
of ownership to management, customary sources of 
financing, size and limits of market, or size relation- 
ship to the community.1 Behind all the various defi- 
nitions and classifications lies the hard fact that there 
is no one satisfactory criterion of what is “small” and, 
at best, a workable concept must combine both sta- 
tistical and other less tangible measures. 

Congressional policy-making has usually relied upon 
variations of the employment criteria, with emphasis 
of late upon the generalities of independence and non- 
dominance. The Reconversion Act of 1944 set 250 
employees as the dividing mark, but allowed agencies 
also to consider sales, capital invested, and other 
factors. Four years later the Selective Service Act, 
as one of its basic criteria, boosted the point of demar- 
cation between the large and the small to 500 em- 
ployees—a general guide still observed in much 
government procurement. In 1953, when it came to 
delineating the field of activity for the SBA, legis- 
lators handled the issue gingerly, saying only: 

“A small-business concern shall be deemed to be one which 

See A. D. H. Kaplan, “Small Business: Its Place and Problems,” 
McGraw-Hill, New York (1948), for a discussion of the operating 


criteria which have been developed and for an analysis of the salient 
characteristics of small business in general. 
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is independently owned and operated and which is not 
dominant in its field of operation.” ! 


They left it up to the SBA to specify the firms con- 
sidered small within each broad industrial classifica- 
tion. This definition, like virtually all the other 
definitions, as subsequently promulgated by the SBA 
had the effect of terming all but relatively few business 
enterprises “small.”2 The SBA’s category, in fact, 
includes all but 4% of the nation’s business enterprises. 
Much the same difficulties in interpretation and 
generalization have to be faced in identifying the 
small-business loan as are encountered in identifying 
the small business. Just as employment is a readily 
understood, but not fully adequate, measure of the 
size of the firm, so the dollar amount of the loan or 
credit is a workable, but only partially revealing 
financial standard. And the nationwide data on small 
business borrowing, if anything, leave even more to 
be desired than do size-of-firm data. By strict stand- 
ards, both would qualify only as first approximations, 
requiring much supplementing information. 


A study by the Board of Governors of the Federal 
Reserve System of member bank loans to small busi- 
ness (though it presents data assembled eight years 
ago) is still quoted as the primary source on the why’s 
and wherefore’s of small unit needs and uses of credit.3 
These are some of the pertinent findings of that study: 


® Three fourths of the number of member-bank loans out- 
standing on November 20, 1946, were to small businesses, 
and three fourths of these, in turn, were for amounts less 
than $5,000. 


© The typical small-business loan fell in the range between 
$1,000 to $5,000, usually to an unincorporated business, 
and backed by some security in about half the cases. 


® About one sixth of the small-business population in the 
fall of 1946 was indebted to member banks. Retailers 
accounted for the most loans numerically, receiving nearly 
twice as many as did manufacturers, the next largest 
industry source of borrowers. 


® While about four fifths of the loans extended by banks to 
small business had a maturity of one year or less, nearly 
one fifth were term loans, 60% of which had a maturity 
running from one to three years. 


© A large proportion of loans (92%) extended by small 
banks were to small businesses, yet 60% of the number and 
5% of the dollar amount of member-bank loans to small 


1Public Law 163, 83rd Congress, Ist Session (1953). 


2Qne of the more detailed size classifications was that developed by 
the Department of Commerce. See James I. Mills, “A Proposed 
System for Classifying Manufacturing Concerns by Size,” Depart- 
ment of Commerce, 1951. Other administrative classifications have 
involved determination of average employments by industries (with 
small firms those with less than the average number of employees) 
and classifications by asset size. 

3See Charles H. Schmidt, “Member Bank Loans to Small Busi- 
ness,” Federal Reserve Bulletin, August, 1947. The findings of this 
study are based on a detailed survey of member bank loans out- 
standing on November 20, 1946. Small business was defined in terms 
.of amounts of total assets. 
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firms were extended by banks with deposits of $10 
million or over. 


® Though small businesses predominated in the number of 
loans, the amount advanced by member banks to them 
was but one fifth of total bank loans then outstanding. 


The preliminary findings of a later study, unfortu- 
nately suspended with the outbreak of war in Korea, 
also still constitute a basic source of knowledge of the 
small-business loan. On the basis of a limited sam- 
pling of small-business firms, and covering the year 
ending June 30, 1950, the Department of Commerce 
came up with these conclusions: 


© Two out of every three small business firms met their finan- 
cial requirements from internal sources in the period sur- 
veyed. If firms successful in obtaining desired funds 
through borrowing were also included, the proportion of 
firms with no acute need for further funds came to 85% 
of manufacturing concerns and 95% of retailers. The 
remaining firms reported that they could not obtain all 
the amounts they thought necessary; and a few stated 
they could obtain no additional funds. 


The majority of those firms sampled which were in need 
of outside financing was satisfied with the amount 
available. This demand for funds took the form, pri- 
marily, of borrowed funds rather than of outside equity 


See Loughlin F. McHugh, “Financing Small Business in the 
Postwar Period,” Survey of Current Business, Department of Com- 
merce, November, 1951. The universe from which the sample was 
drawn was confined to manufacturing and retail trade. It included 
all firms in existence in the first quarter of 1948 through June, 1950, 
but excluded firms with no employees and those registered with the 
Securities and Exchange Commission. 


1951 Per Cent Distribution of: 


Number of Employment By Employee- 
Firms size Class 
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Note: Percentages for larger firms, not shown, are: twenty 
to forty-nine employees, 3.1%; fifty to ninety-nine, 1%; 
100-499, 0.75%; 500 and over, 0.16%. 


Source: Department of Commerce 
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Small Business—Measured by Number of Employees 


Per Cent Distribution of All Firms with Less Than 
Fifty Employees 


45.4% 
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capital for which, in fact, there appeared to be little 
active demand. 

® Two thirds of the loans were for amounts of less than 
$5,000, but accounted for only one fifth of total borrow- 
ing; while 30% of the number of loans fell within the 
$5,000 to $25,000 bracket. 

® The principal use for additional outside funds was for 
working capital requirements, but the need for longer- 
term funds was also important. Term loans accounted 
for one quarter of all loans, both in number and in amount 
(compared with the earlier Federal Reserve study, this 
finding would indicate a more frequent use of the term 
loan). 


A good many of these findings were further borne 
out or supplemented in a survey, undertaken about 
the same time as the Commerce Department’s study, 
by the National Association of Manufacturers.1. Ap- 
plying only to manufacturing, and pertaining both to 
current experience and that of the preceding decade, 
the conclusions of this study included: 


® About 12%—a figure comparing closely with the 15% of 
the Commerce study—of the respondents were in imme- 
diate need of additional funds; 7% reported that they 
had failed to obtain the funds they needed during the 


1See, John M. Chapman, “Financing Small Business,’’ National 
Association of Manufacturers, 1950. The findings here were based 
upon a questionnaire sent to NAM members with the exception of 
the largest corporations and the nonindustrial members. ‘Small’ 
was defined on the basis of employment. 


SERVICE INDUSTRIES 


FINANCE, INSURANCE 
AND REAL ESTATE 


: contract construction YYYyyYyyyyyyywJJ)V.«"""** 
WHOLESALE TRADE YO]DKVGV.VGVG GV: V0 MH"; 


E uanuractuans WWW JFIII]}?**"** 
HALL INDUSTRIES  WVCCVV?):— VVCC;CCVTJ|l] 048: 


Per Cent of Firms in Each Industry with Less Than 
Fifty Employees 


UMMM 
UMMM a 
WW” 


WIM" 


previous decade. The unfilled desire for additional funds 
was reported more frequently by smaller than larger firms. 


® This demand for funds was most frequently a demand 
for term loans. About 39% of those desiring funds pre- 
ferred loans of more than one year in length, while 27% 
favored commercial loans and considerably less than half 
that many wanted new equity capital. 

® The most frequent use for additional funds was for work- 
ing capital, followed by acquisition of plant and equip- 
ment, expansion of activities and for refinancing of prior 
indebtedness. 


* Failure to obtain needed funds was attributed in nearly 
half the cases to insufficient security. Unsatisfactory 
(to the borrower) costs and maturities for loans, and 
available amounts too small to meet the firm’s needs, 
were explanations given with much less frequency. 


* Commercial banks were the most important source of both 
term loans and short-term commercial credit. Some 15% 
of the respondents stated that the government had made 
a contribution to financing small business through the 
RFC and other loan programs, but only 2% thought the 
RFC should be one of the sources from which small busi- 
ness could obtain commercial loans. Eighteen per cent, 
however, then thought the RFC should be a source of 
bond and mortgage financing. 


From these and the other inquiries! emerge certain 


Among other studies should be noted those made under the 
Financial Research Program of the National Bureau of Economic 
Research. See, in particular, Neil H. Jacoby and Raymond J. 
Saulnier, “Business Finance and Banking,” National Bureau of 
Economic Research, New York (1947). 
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still rather vague outlines of the normal small business 
loan and of the financing problems perhaps most typi- 
cally faced by small business. Though no such com- 
posite can hope to cover the infinitely diverse and 
ever-changing situations in which nearly 4 million odd 
enterprises can find themselves, these characteristics 
would tentatively seem to be indicated: 


© The normal loan (in the sense of the most common) is a 
very small one, for a relatively short period, extended by 
a commercial bank, often unsecured, or, in many cases, 
extended by suppliers in the form of accounts payable. 
Intermediate-term credit has been supplied primarily 
by banks, with a smaller share provided by finance and 
insurance companies and by government agencies such 
as the RFC. Demand for intermediate loans finds a 
somewhat less ready supply than does demand for short- 
term money. 


While there is no dearth of exceptions to confound the 
generalization, the preponderance of evidence and in- 
formed opinion would seem to indicate that neither 
short- nor, to a lesser extent, intermediate-term funds 
are normally hard to come by for most credit-worthy 
small businesses. On a relative basis, at least, the avail- 
ability of intermediate-term funds seems to have im- 
proved over the years with the development of nonbank 
financial institutions, the growth of new lending tech- 
niques, and with further experience with term loans. 


The area of disagreement, however, widens still further 
when it comes to long-term funds, either for working 
capital on a more or less permanent basis or for capital 
investment purposes. Despite a postwar rash of new 
techniques and institutions—of which long-term insurance 
company loans, investment companies, industrial founda- 
tions, and others might be mentioned—it remains a 
debatable issue whether the supply has been appreciably 
augmented or whether traditional reliance by small busi- 
ness upon retained earnings and savings of owners for 
long-term money has been significantly lessened. 


The desire or need of small business for equity funds is 
clouded by such considerations as the disinterest of own- 
ers in “watering their equity” or weakening control. 
This, in turn, poses a dilemma in obtaining such funds 
when high and graduated taxes bear heavily upon re- 
tained earnings and encroach upon the capacity to save.’ 


Traditionally, small businesses have usually been viewed 
as more dependent upon bank credit (though as has been 
noted, statistical evidence, either in support or in rebuttal 
of this belief is scanty), primarily on the reasoning that 
smaller firms have relatively smaller internal resources 
and less access to outside, nonbank alternatives. 


From these considerations, two issues (if any) 
suggest themselves as perhaps best typifying the situ- 
ation of small businesses, though not necessarily of 
either a majority or of all such firms. In the first 
place, the problem of the small-business loan, if there 
is such a problem, is likely that of the marginal loan. 


1See J. Keith Butters, Lawrence E. Thompson, and Lynn L. 
Bollinger, “Effects of Taxation, Investments by Individuals, 
Harvard University, 1953. 
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Apart from any restrictive effects upon the supply of 
loanable funds posed by legal lending limits, terms 
desired longer than lenders prefer, or national, region- 
al, or local stringencies in credit, there may still be 
difficulties over the loan on the margin of judgment. 

For secured loans, adequacy of the security is 
naturally open to varying personal judgments. For 
unsecured loans, the elements of risk, probabilities of 
repayment, and many more factors may be involved. 
The unresolved issue, responsible over the years for 
volumes of Congressional hearings, is whether govern- 
ment should stand ready to make a more liberal 
appraisal of loan applications rejected by private 
sources and to provide funds should it appear to be 
in the public interest. Policy and experience, past and 
present, on this question will be dealt with later. 

The second small-business financing issue is some- 
what more clear-cut, possibly subject to greater 
agreement, but equally unresolved. It is the avail- 
ability of equity capital for small business. As one 
authoritative study recently summed it up: 


“To the extent that a small-business financing problem may 
continue to exist—and it must be emphasized that the sta- 
tistical evidence of its existence is neither comprehensive 
nor conclusive—these studies [of the past three decades of 
small-business financing problems] have indicated that it 
relates primarily to long-term debt and equity capital of 
concerns in process, or desirous, of expanding their opera- 
tions or facilities.” ! 


Again, the question which presents itself is, “What 
should government do and how far should it go to 
stimulate or augment the supply of either equity 
capital or long-term borrowed capital?” 


Il. GOVERNMENT SMALL BUSINESS LOANS 
RFC STYLE 


What with the diversity of administrative policies, 
lending authorities, and business situations under 
which the RFC operated at various times during its 
two-decade history, a full review of its small business 
loans could produce findings practically ranging from 
A to Z. Since the primary purpose here is to inquire 
into that program as it stood when the agency went 
out of business last September, and into initial opera- 
tions of its successor, few references will be made either 
to the variety or the substance of earlier experience. 

The principal difficulty in a strictly short-term 
analysis of recent RFC lendings lies in the fact that, 
during the last three years of its life, defense increas- 
ingly dominated loan activities. During this period, 
a variety of loans were granted under special Jending 


1Board of Governors of the Federal Reserve System, “The Financ- 
ing Needs of Small Business,” in Hearings, “Government Lending 
Agencies,” Senate Committee on Banking and Currency, 83rd 
Congress, Ist Session (1953). 
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authorities created in the wake of Korea, authorities 
more liberal in nature than the RFC’s basic legisla- 
tion, At the same time, brakes were presumably being 
applied to credit extensions for nondefense borrowers. 
The combined effect of these trends would distort the 
picture of small business loans, if recent experience 
alone were to be taken as a norm. 

Prior to Korea, RFC’s basic business lending au- 
thority had been embodied in Section 4(a) of its 
authorizing law, as amended, and loans made pur- 
suant to it are generally termed Section 4(a) loans. 
The broad policy statements of the law, as it existed 
at the end of the RFC’s career, implemented by more 
specific administrative precepts, boiled down to the 
following operating principles: no assistance unless 
credit was not available from private sources on rea- 
sonable terms; if credit was available, the terms offered 
had to be clearly “unreasonable”; loans had to be 
either of such sound value or so secured as to “reason- 
ably assure” retirement or repayment; and, finally, 
the primary consideration in lending was to be the 
interest of the general public rather than the interest 
of the borrower.! 

With the post-Korean defense program and a gen- 
eral policy of credit restriction or allocation, these 
basic principles were supplemented by the requirement 
that all future loans “must assist, expedite, increase 
or maintain the production of goods or services neces- 
sary to meet either military requirements or essential 
civilian requirements.”? But, while these restrictions 
were administratively being applied to regular busi- 
ness lending, Congress added two broad new loan 
authorities to the agency’s kit, enabling it, in coordi- 
nation with other agencies, to expand loans for defense. 

Section 302 of the Defense Production Act of 1950 
authorized RFC loans where essentiality to defense 
was the primary consideration, and such factors as 
adequacy of collateral, etc., were relegated to second- 
ary stature. Section 714 of the same act further 
established a special lending program for small busi- 
ness in defense work with still a third set of lending 
criteria. Though additional funds were earmarked for 
both types of loan, many of them could be, and were, 
charged to Section 4(a) authority when they were 
held to meet the requirements of regular loan policies. 

Out of the somewhat confused picture created by 
these multiple and mixed lending powers, certain ob- 
servations on the last days of the RFC’s small loan 
program suggest themselves: 


© The small loan constituted the bulk of lending in terms of 
numbers, but was the source of a substantially smaller 


1Reconstruction Finance Corporation Act, as amended by Public 
Law 548, 80th Congress, 1948, and Policy Statement No. 1 (as 
amended), Loan Policy Board, 1951. For a discussion of pre-Korean 
loan policies, see “Tempest Over RFC,” The Business Record, July, 
1950. 

*Reconstruction Finance Corporation, Policy Statement No. 1, 
op. cit. 
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part of total credits—a contrast also true of pre-Korean 
lending activities (see chart). Business loan authoriza- 
tions of $100,000 and under, excluding Section 302 and 
714 loans, accounted for 84% of all fiscal 1953 approvals, 
but only 31% of the total amount.) In fiscal 1950, the 
proportions were 89% and 26%, respectively. 


These 1953 figures, moreover, included a substantial por- 
tion of unspecified defense credits. Of the defense loans 
specifically reported under Sections 302 and 714 the total 
amount was twice that granted under Section 4(a). For 
the $100,000-and-under loans alone, the credit approved 
under the regular loan power was triple that of the two 
special defense authorities. But, no matter how the pie 
is sliced, the fact remains that the bulk of the public 
funds dispensed by the RFC went out in larger loans 
both before and after Korea. 


The proportion of total dollar value of business loan au- 
thorizations (excluding the separately reported defense 
loan grants under Sections 302 and 714) in the $100,000- 
and-under size class in 1958 was one fifth larger than the 
same proportion in 1950. Total small business lending 
by RFC, however, was down sharply over the same 
period. In 1953, 651 loans were approved for a total 
value of $24 million; whereas in 1950 the RFC approved 
4,904 Section 4(a) loans of $100,000 and under, amounting 
to $152 million. If all defense loans could be netted out 
of Section 4(a), the decline would be even greater. 


The average amount of the small loan rose slightly be- 
tween 1950 and 1953. In the $100,000-and-under class, 
the 1953 loan averaged $36,600, while in 1950, the average 
was $31,000. Including the much fewer number of loans 


1Jt is usually assumed, in the absence of any data on size of the 
borrower, that loans of $100,000 and under are small business loans. 
Larger amounts may and have been” borrowed by firms which would 
be classified as “small” by most of the standard definitions, but 
REC statistics do not permit their identification. 
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extended in amounts greater than $100,000, the average 
for all loans rises to $98,000 and $107,800 in the two 
years, respectively. The average size of the small bor- 
rower’s loan would be higher, also, if the special defense 
loans in that size class were included. 

* Maturity data on authorizations indicate that the most 
frequent length granted was the five-year loan. Incalendar 
1952, the loan of this length accounted for 31% of all 
approvals. Authorizations of credits maturing after one 
year and in less than five years constituted another 41%; 
while the six-to-ten-year loans were 23% of the total 
number of loans. 

* On an industry basis, manufacturing was the principal 
borrower from RFC. In the post-Korean period, more 
than half the number of loans approved and over two 
thirds of the amount of credits went to firms in this group. 
In peacetime, wholesale and retail firms, and finance, 
insurance, and real estate companies had been frequent 
customers; but with the defense program, the relative 
share of credit going to such industries as mining and 
manufacturing rose, and nonmanufacturing declined. 

® Defense influences are similarly apparent in trends in use 
of proceeds. If loans under the special defense lending 
authorities are included, the use of proceeds is domi- 
nated by funds needed for expansion of facilities, which 
rose from less than 40% of all authorizations in the pre- 
Korean period to about 70% in fiscal 1953. Funds to 
expand working capital over the same period fell from 
about three fifths to one fifth of the total RFC credit 
approvals, 


Much as this reveals about recent government 
credits to small business, many of the key questions 
remain unanswered. Some might be summed up this 
way: 


1. The statistics tell little about the basic need 
for such assistance, particularly of any nondefense, 
long-term need. The recent tapering off in nondefense 
need, as reflected in the drop in small loan approvals 
(and understated in Section 4(a) loan data due to 
inclusion of defense credits) strongly reflected the 
more stringent loan policies; it can tell but little of 
changes in small business need not satisfied by pri- 
vate sources. Moreover, this tapering was relative to 
the number and volume of small loans made under the 
highly liberal lending policies of the pre-reorganiza- 
tion and pre-Korean period. Finally, statistics on 
loan applications or approvals can, at best, be but 
crude measures of as relative and subjective a concept 
as the need for funds. 


2. Loan authorizations are also inadequate measures 
of actual use and impact of the public loan programs. 
Many approvals may be drawn upon only in part, 
or not at all. In the case of bank participations, the 
public funds committed may never come to be used. 
Data on loan authorizations, however, are available 
in far greater detail than are actual disbursement data 
and for that reason are a principal tool of analysis. 


3. The size of the loan may not necessarily always 


be a good indication of the size of the borrower. While 
loans of $100,000 and under have generally been used 
to indicate the area of small-business assistance, good 
cases could be made for a higher cut-off point or for 
ranges of loan amounts varying between industries or 
purposes. 


4. Numbers and amounts of public credits by them- 
selves reveal little on the role of such assistance in the 
over-all small business picture. The 651 loan approv- 
als and the $24 million involved in 1953 were quite 
obviously a very small share of all credit extended. 
But in the absence of data, of even a recent vintage, 
on private credit to small business, the proper perspec- 
tive can only be a matter for speculation. Compared 
to the known data on numbers of enterprises, the 
number of firms receiving RFC aid obviously was 
exceedingly small, even after allowing for the prob- 
ability that the great proportion of firms represented 
by the under-four-employees size class would not nor- 
mally be seeking RFC assistance. 


5. None of the above data reveals anything on the 
cost of the small business loan program, or on the far 
less tangible question of the compensating benefit 
accruing from it to the public at large. Cost, of course, 
would vary with the amount of administrative work 
and other factors involved in each loan.1 In the past, 
at least, there have been indications that the RFC’s 
small loans did not pay their way and that any off- 
setting surplus was derived from its larger lending 
activities.? 


Ill. GOVERNMENT SMALL BUSINESS LOANS 
SBA STYLE 


The Small Business Administration—successor 
agency to the RFC as disbursor of small loans and to 
the Small Defense Plants Administration as champion 
of small business—combines some of the old and some 
of the new. The language of its official mandate, in 
particular, sounds as though law-makers might have 
had a copy of the RFC’s loan-policy guide close at 
hand. 

The SBA’s authorizing statute, briefly, sets forth 
these general precepts: financial assistance shall not be 
extended unless it “is not otherwise available on rea- 
sonable terms;” “all loans shall be of such sound value 
or so secured as reasonably to assure repayment;” 
and loans can be made to finance construction, the 
acquisition of equipment, and to augment working 


See The Business Record, op. cit., for estimates of break-even points 
on loans of various sizes and maturities. 

*In 1950 it was estimated that loans for less than $75,000 generally 
involved an element of subsidy when made at the then standard 
interest rate of 4%. See “Study of the RFC,” Hearings before the 
Senate Banking and Currency Committee, 81st Congress, 2nd 
Session (1950). See, also Senate Report 649, 82nd Congress (1951). 
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capital for defense and “essential civilian production,” 
or as may be necessary “to insure a well-balanced 
national economy.”! 


Like the RFC, the SBA cannot supply equity funds, 
its authority extending only to loans. The SBA has 
further interpreted its mandate as “designed to stim- 
ulate and preserve the initiative, independence and 
enterprise of small firms,” an activity necessary since 
“small business concerns generally are at a competitive 
disadvantage compared with large businesses because: 
(a) they are frequently unable to afford specialized 
financial management; and (b) they are often unable 
to obtain from private sources the intermediate- and 
long-term credit required for their general purposes 
and normal growth.’”2 

On the other hand, there are substantial differences, 
both in policy and operations, between the SBA and 
its lending predecessor. To list but a few, the arena for 
SBA activities is solely the small-business sector. Em- 
phasis is being placed upon a policy of local self-help. 
The rationale here is that “salvation for small business 
in the long run depends less on a government agency 
than on local self-help and community effort and upon 
institutions existing within industry and the free en- 
terprise system.” 

A definite order of priority and of preference in its 
lending has also been established. No loans are to 
be made unless firm proof of nonavailability of private 
credit is made. Deferred SBA participation in private 
lending is to have precedence over immediate partici- 
pation; while the arrangement of private lending 
has priority over all other forms of aid. Direct SBA 
loans are, in effect, measures of last resort. 

New specific criteria of nonavailability of private 
credit have been added, including proof of prior refusal 
from both the applicant’s bank of account and, if the 
amount involved is larger than the sum permitted by 
the bank’s legal lending limit or its normal loan poli- 
cies, a further refusal coming from a correspondent 
bank.* 

Other sources of nonbank credit must appear to be 
foreclosed, including public offerings and private place- 
ment of securities. Disposal of any surplus assets of 
the applicant must also be considered as a potential 
source of funds. Finally, the initial policy emphasis 
upon defense-related activities has now been somewhat 
‘moderated, in comparison to similar RFC policy 


1Public Law No. 163, 83rd Congress, 1st Session (1953). 

2Small Business Administration, First Semiannual Report, January 
31, 1954. 

3Tbid. 

‘Through encouraging bank participation in large loans (often to 
the maximum permitted) with the SBA taking the remainder, the 
plan is intended to meet some of the loan gaps felt to have existed 
in the*past. RFC surveys had shown that bank rejection of loans, 
ultimately made by it, had frequently been based upon too lengthy 
maturities required, upon a proposed repayment schedule longer than 
was the bank’s custom to accept, or upon limitations of bank policy 
on loans to single borrowers or industries. 
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statements, to include other business borrowing.1 

In dollar terms, there are several concrete SBA-RFC 
differences. The maximum loan the SBA can author- 
ize is $150,000, whereas RFC credits of far larger 
amounts were often extended. Its available funds, 
moreover, are but a fraction of those formerly at the 
command of the RFC. The SBA’s enabling act au- 
thorized a revolving fund of $275 million for all of its 
activities, but only $150 million of this was earmarked 
for small-business loans. For the current fiscal year, 
Congress actually appropriated but $55 million (ap- 
propriations rather than authorizations provide the 
actual funds an agency can use). 

In comparison, in the final years of its operations 
the RFC labored under a ceiling of $993 million on 
commitments outstanding at any one time, including 
its nonbusiness commitments, as well as an additional 
$250 million for civil defense loans and $100 million of 
additional funds for Section 714 small-business assist- 
ance. When it closed its doors, the RFC business-loan 
portfolio totaled $665 million (including undisbursed 
commitments) , of which the $100,000-and-under loans 
accounted for some $80 million. 

The short-term data thus far available on SBA 
lending activities—the agency was created last July 
30, began accepting applications in October and ap- 
proved its first loan in mid-November—reflect an 
initial, formative period of restrained lending, followed 
by fairly rapid acceleration of the program. By the 
end of December it had made twenty-five loans, by 
the end of January, thirty more. By April, however, 
the monthly figure had been stepped up to ninety-four 
approvals and in May, 123 small-business loans were 
authorized. From October through May, 385 loans 
in the gross amount of $22.7 million had been ap- 
proved. Thus, over an eight-month period, the SBA 
had passed upon loans amounting to nearly as much as 
the Section 4(a) $100,000-and-under loans approved 
by the RFC in all of fiscal 1953 (the RFC had also 
authorized in that period an additional $9 million in 
small loans under its special defense powers) . 

The period of SBA operations has been too short to 
support many concrete observations or to permit 
many meaningful comparisons with corresponding 
RFC activities. Should its loan authorizations con- 
tinue at the rate of the first eight months, even more 
so at the rate of the most recent months, it would 
appear that SBA credits to small business could soon 
surpass those of the RFC, both in number of firms 
aided and in amounts of aid. At the same time, 
though, the recent rate of authorization would exhaust 
loan funds provided by Congress. 

Since the maximum SBA loan is $150,000, the com- 
parison of total SBA lending with RFC $100,000- 
and-under loans is not an accurate one. On a more 


1Loan Policy Board, Small Business Administration, “Loan Policy 
Statement, Revised as of December 21, 1953.” 
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comparable basis, in its first eight months the SBA 
made 326 loans, 85% of the total number, totaling 
$14 million, 62% of the gross amount authorized, in 
the $100,000-and-under size category. 

By the same token, the average SBA loan of 
$58,850 is explicably higher than the $36,600 of its 
RFC counterpart. The average maturity on the SBA 
loan of five to six years, however, closely approximates 
the length of the most typical RFC loan. Commercial- 
bank participation in SBA loans has been more fre- 
quent and accounts for a slightly larger proportion of 
total lending than it did in the final days of the RFC. 
Thus far, banks have participated in about two thirds 
of SBA loans, and have assumed 16% of the total 
credit extended. 


IV. SUMMING UP 


Until that hopeful day when factual knowledge is 
more fully developed, much of the rest of the story of 
the small-business loan will remain untold. Without 
more aggregative data, prospects are dim for either a 
full answer to the question of whether government 
credits are necessary for small business, or a full assess- 
ment of the role they play in the business economy. 
On the basis of present knowledge, these tentative 
summaries seem warranted: 


1. Not all of small business uses or seeks funds from 
banking sources, and a far smaller proportion have 
sought or received public funds. Compared to the 
amount of private bank credits, those provided by 
the taxpayer for small business have been almost 
negligible. If funds provided by nonbank sources were 
also included, the proportion would be correspondingly 
less. 


BUSINESS 


2. On an aggregative basis, public credits have been 
small and their general effects on national output, 
income, employment, new business formations, and 
other key measures are far from clear. In special situ- 
ations, or for specific firms or industries, the probabili- 
ties are that benefit has resulted. But factual evidence 
to appraise either this benefit or the offsetting cost is 
too meager to enable drawing up any sort of balance 
sheet on public lending. 


3. The evidence would further seem to indicate that 
the great bulk of small business—made up of the very 
small enterprises—has probably not been directly 
aided and has made relatively little use of public 
funds. 


4. The one absolute certainty is that final solutions 
to any small-business credit problems have not been 
reached. Advocates, in and out of Congress, of such 
additional mechanisms as capital banks, Federal 
Reserve supervised long-term loans, FHA-type insured 
loans, and many other proposals have considerable 
followings. 


5. The solution, if there is one or if one is needed, 
may be found in other fields than public loans. Many 
small businessmen would probably agree with the 
House Select Committee on Small Business which, 
after twenty-three years of RFC loans and seven 
months of SBA operations, earlier this year said: 

“. . . the most effective relief which can be given small 
concerns today is in the revision of personal and corporate 


income tax rates. . .”—(House Report 1610, 88d Con- 
gress, 2nd Session, 1954.) 


TueEoporE R. Gates 
Division of Business Economics 


FORECASTS 


General 


fEThe Wall Street Journal (June 9)—“Dr. Arthur Burns, 
chairman of the President’s three-man Council of Economic 
Advisers, told reporters yesterday a variety of business in- 
dicators suggest the economy will likely perk up in coming 
months... . 


“Mr. Burns listed these reasons for optimism about the 
business outlook: 


“The booming construction industry will continue to ex- 
pand in coming months; plant and equipment spending by 
business will stay close to record levels; the rate of inventory 
reductions has declined and should soon come to a halt; con- 
sumer spending should pick up in coming months; and federal 
spending will stay at ‘high levels.’” 


Sumner H. Slichter, Lamont University Professor, Har- 
vard University (in an address before the Wine and Spirits 
Wholesalers of America, May 24)—“Signs are multiplying 
that the decline in business has been flattening out... . It is 


quite possible that the bottom of the recession is behind us, 
not ahead of us... . 


“Four recent developments indicate that enterprises are not 
likely to attempt to reduce inventories in the second quarter 
as rapidly as in the first quarter. These four developments 
are (1) the fact that industrial production is apparently ceas- 
ing to drop; (2) the continued strength in construction and 
housing; (3) the recent rise in the new orders of manufacturers; 
and (4) the improvement in retail sales which manifested 
itself in April. . . . My rough guess is that the reduction in 
inventories in the second quarter will be about $2 billion a 
year less than in the first quarter.” 


